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NOTES ON CREDIT POLICY 


BY PER JACOBSSON 


After some twenty years of more or less rigid 
interest rates, flexible credit policy came into its 
own again during the Korea crisis of 1950—52. 
At that time a great many countries — and al- 
most all financially leading ones — made changes 
in their official discount rates since it had by 
then become clear that those countries which 
had in earlier years applied a restrictive credit 
policy were best able to counteract the tenden- 
cy to a rise in prices and to overcome their 
balance-of-payments difficulties. ‘Example is 
better than precept” says an old proverb, and in 
this connection it is pertinent to point out that 
willingness to alter interest rates is to be regarded 
not just as representing the acceptance of an 
isolated technical measure but as part of a general 
determination to withstand inflation and thus 
defend the value of the currency. It is of interest 
to consider what happened to those few countries 
— Belgium, Italy and Switzerland — which al- 
lowed flexible interest policies to operate as early 
as 1946—47. At the time of the 1949 devaluation 
wave, when most European countries devalued 
their currencies by 301/2 per cent., Switzerland 
_ made no change at all, while Italy devalued by 
only 8.4 per cent. and Belgium by only 12.3 per 
| cent. Thanks largely to this, the level of wholesale 
prices, which in most European countries has 
risen by 40 to 60 per cent. since 1948, is in Italy 
and Switzerland still about the same as it was in 

that year and in Belgium only 10 per cent. higher. 
| Now that the renaissance of monetary policy 
has been followed by a revival of interest in the 
theory of money and credit, it is important to 
consider not only questions of monetary technique 
but also the wider aspects of monetary manage- 
ment. In this brief article it is only possible to 
i e a few random notes as a contribution to 
_ the elucidation of some of the problems arising. 

~ Monetary policy must, of course, be adapted 
to the circumstances of each particular situation 
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and from this point of view it makes a consider- 
able difference whether action has to be taken at 
a time when there is a generally strong world 
demand for commodities (as was the case between 
1900 and 1914) or in a period of less strong de- 
mand (as in the 1880s and throughout the greater 
part of the 1890s and again in the 1930s). There 
is no agreement on what are the true causes of 
the great variations in the intensity of demand 
which the world economy has repeatedly experi- 
enced, but as far as the periods of strong de- 
mand are concerned, it can be stated that they 
have been characterised, by and large, by ample 
opportunities for investment, thanks to technical 
inventions, and by the availability of a ready sup- 
ply of means of payment over a prolonged period. 
During, the period since the second world war 
there has been no dearth of technical inventions 
and thus no danger of stagnation on this account. 
Indeed, many industrialists who have renewed 
nearly all their plant since 1945 now state that, 
from the technical and the profit point of view, 
they could already with advantage replace a large 
proportion of their new tools and machines.1 


* In May 1914 Professor David Davidson of Uppsala 
University said to the writer of this article that it is 
in many respects easier to manage monetary affairs prop- 
erly when the marginal productivity of capital is rela- 
tively high, so that the market rates of interest are at 
a level of, say, not less than 5 per cent. In that case 
central banks, when they feel they ought to provide a 
stimulus to business, can lower their rates to, say, 3 per 
cent. and they themselves and the commercial banks still 
have a fair margin of profit to cover their expenses 
(including a provision for risks). But when the market 
rates of interest fall to 3 per cent. or less, as they did 
in the 1880s, then it is very difficult for a central bank 
and other banks to lower their own rates sufficiently 
without depriving themselves of the necessary profit 
margin, 

This point made by Professor Davidson as long ago 
as before the outbreak of the first world war became 
relevant to the situation in the 1930s, when somewhat the 
same difficultities were experienced as in the 1880s. 

At present, when market interest rates are generally 
at a higher level, it would seem that effective inter- 
vention should be relatively easy from a technical point 
of view. 
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As regards the question of an adequate money 
supply, in the immediate post-war period most 
countries were faced, as a result of war financing 
combined with the control of costs and prices, with 
the problem of redundant liquidity. As this re- 
dundancy gradually disappeared, there was such 
a great demand for credit to finance technical 
installations, housing, etc. that the problem was 
rather how to limit the extension of newly-created 
credit than how to increase the availability of 
funds. Finally, on the international plane, the 
granting of dollar aid and other forms of U.S. 
Government expenditure abroad supplementing 
private U. S. foreign investments have undoubted- 
ly helped to keep up a high level of liquidity. The 
aid granted by the United States has benefited 
not only the receiving countries, for, in so far as 
these countries have not retained all the dollars 
for their own reserves, the spending of the re- 
maining amounts has also made it easier for other 
countries to reconstitute their gold and dollar 
holdings. In fact, countries outside the United 
States increased their gold and short-term dollar 
reserves from $15.2 milliard at the end of 1947 
to $26.1 milliard at the end of 1955, or by an 
average of $1,370 million a year. In the same 
period the amount of newly-produced gold which 
became available for monetary purposes came to 
only about $430 million a year. Had it not been 
for the aid and other expenditure abroad by the 
U.S. Government there might have occurred a 
scramble for gold, which would have exerted a 
restricting influence on economic life. It may be 
added that the United States itself has derived 
considerable benefit from what has happened : the 
existence of a strong world demand was un- 
doubtedly one of the factors which made it possi- 
ble for the American economy to overcome with 
relative ease the recession of 1954, for U.S. ex- 
ports were well maintained and helped to revive 
business activity in the States.1 

1 How important it has also been in recent years to 
have substantial amounts of dollars available for the 
building-up of monetary reserves may be illustrated by 
the case of western Germany. Between the end of June 
1951 and the end of June 1956 that country increased its 
net holdings of gold and foreign exchange by the equiva- 
lent of $3,305 million, which corresponds to an average 
annual addition of $680 million. If in those years the 


improvement in the international liquidity position had 
been solely dependent on the supply of monetary gold 


Thus the situation which arose after the second 
world war was characterised by a marked pro- 
pensity to invest, since, as the economists would 
say, the marginal productivity of capital was un- 
usually high. In these circumstances Keynes’ pre- 
occupation with the lack of investment oppor- 
tunities was clearly irrelevant, the important thing 
being, on the contrary, to keep the volume of 
investment within the limits of current savings. 
The most correct assessment of the needs of the 
moment was made by those who feared a con- 
tinuing inflation more than anything else and 
were therefore in favour of raising interest rates. 
Whether the same persons would have been able 
to pursue the proper policy under the different 
circumstances of a deflation need not worry us 
here; these people were right at the right time, 
and that is, after all, the essence of monetary (or, 
for that matter, any) policy. 

The tasks which the monetary authorities had 
to set themselves were: 

(i) to prevent an inflationary rise in prices; 

(ii) to prevent the emergence of a deficit in the 
balance of payments and, if such a deficit 
arose, to restore a surplus; and 

(iii) to even out business fluctuations — which, 
in the post-war period, usually meant to 
prevent the boom from getting out of hand. 

It is perhaps most useful to begin with the task 
described under (ii) above. It has been found 
that when there arises an unwanted deficit in the 
balance of payments the task of the monetary 
authorities is facilitated by the fact that those who 
have to obtain foreign exchange from the central 
bank must pay in to it amounts in the national 
currency — which at first results in an almost 


from current output — some $500 million a year — the 
increase in western Germany’s reserves would have ab- 
sorbed more than the whole of the new monetary gold. 
Fortunately the extra dollar amounts which became 
available made it possible for western Germany and a 
number of other countries to add to their reserves with- 
out causing a dangerous tension on the markets for gold 
and foreign exchange, and it should also be noted in this 
connection that by the end of June 1956 western Germany 
had furnished credits to an amount of $598 million 
through the mechanism of the European Payments Union. 
By that time western Germany's gold and foreign ex- 
change holdings amounted to DM 14.7 milliard, as com- 
pared with a note circulation of DM 14.6 milliard, thus 
enabling that country to view with comparative equanim- 
ity even the possibility of a reversal in the trend of 
its monetary reserves. 
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automatic reduction in the amount of means of 
payment, especially sight deposits. This reduction 
will become permanent, however, only if the cen- 
tral bank is able to prevent fresh money from 
being created. Various steps may be taken to 
achieve this end. For instance, in the German 
crisis of 1950—51 — following the outbreak of 
the Korean conflict in June 1950 — the cash 
reserve requirements to be observed by the banks 
were stiffened and the official discount rate was 
raised to 6 per cent., with market rates reaching 
a level of 10 to 12 per cent., or even more. These 
were harsh measures adopted in an emergency, 
but they proved effective and the results obtained 
soon made a great impression. 

At the time of the Korea crisis of 1950—51, 
panic purchases of commodities led in a great 
number of countries to a sharp rise in prices, 
especially those of industrial raw materials; and 
what happened then brings us to a consideration 
of the task described under (i) above, viz. the 
prevention of inflationary price rises. The tighter 
credit conditions, together with higher interest 
rates, which were introduced by most of the 
economically important countries in the latter half 
of 1950 and the following year had the effect not 
only of arresting the increase in prices but of 
bringing them down to a level not much above 
that obtaining before the Korean incident. Even 
those, such as Dr Thomas Balogh, who have been 
strongly in favour of direct controls instead of a 
return to flexible monetary policies have recently 
had to admit that in certain circumstances a 
flexible credit policy is really effective. Thus in 
an article in the “Banker” for June 1956 (page 
347) Dr Balogh wrote that “the complete success 
of the interest-rate mechanism in 1952 was due to 
its effect on commodity stocks and prices, an 
effect which was then sufficient to perform the 
whole readjustment in the British balance of pay- 
ments. It shook out the over-expanded bull po- 
Sition in world commodity markets and thus gave 
instantaneous relief to Britain without affecting 
fixed investment and without first worsening the 
domestic economy”.1 


* Professor Harry G. Johnson of Manchester Univer- 

has expressed a similar opinion in an article published 
the June 1056 issue of “The Three Banks Review”. 
comes to the conclusion that “there is a much stronger 


It is something that it should now be admitted 
that in situations such as that of 1950—51 alter- 
ations in interest rates can play a useful role, for 
there were few economists who thought so at the 
time when the changes were made. The emphasis 
in the discussion of credit-policy problems has 
recently shifted, the main matter of concern to- 
day being the third objective stated above, i.e. to 
work out ways of preventing a boom from getting 
out of hand. 

In this connection it must, in the first place, be 
stressed that credit policy is only one among many 
factors influencing economic developments. An 
influence is, of course, exerted also by budget 
policy and wage movements, and if the mistakes 
committed in these fields are too great it may be 
that measures of monetary policy, however in- 
cisive, cannot put things right. Under ideal con- 
ditions the partners on the labour market and 
those who decide budget policy ought to make a 
positive contribution to the business-trend policy ; 
but, in practice, often the most that can reason- 
ably be hoped for is that the mistakes made in 
these fields will not be too serious.” 

Measures of credit policy exert a moderating 
influence, particularly on the volume of invest- 
ment, in three interrelated ways, viz. by their 
effect on the quantity of money, on the possi- 
bilities of financing (also called the availability 
of credit) and on the cost of credit. 
case for applying monetary restriction in a crisis arising 
from excessive stock-building — as in 1951—52 and ear- 
lier crises — than in a crisis arising from an excess of 
aggregate demand for consumption and fixed investment 
such as that of the past year or so’. It should in all 
fairness be added that the influence on the “world com- 
modity markets’, to which special reference was made by 
Dr Balogh, was exerted not only by the increase in in- 
terest rates in Great Britain but also by the increases 
introduced in the previous year on the continent of Europe 
and by the withdrawal of the former rigid official sup- 
port for U. S. Government securities consequent upon 
the famous accord between the Treasury and the Federal 
Reserve Board in March 1951. 

* What thus has been said does not imply a denial 
of the advantages which may be obtained from the oper- 
ation of so called built-in economic stabilisers. Just to 
mention one example: in good times with full emp!oyment 
the surplus amounts accruing in an unemployment fund 
represent useful additional savings, while in a recession 
the unempolyment benefits help to sustain the purchasing 
power of the public. But it would be a mistake to think 
that one could rely entirely on such semi-automatic sta- 
bilisers for the evening out of business fluctuations. De- 


liberate action is also needed, especially in the field of 
credit-policy. 
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As far as the “cost of credit” is concerned, 
changes in interest rates undoubtedly have an 
influence — as already mentioned — on the ac- 
cumulation and disposal of commodity stocks and 
thus, in particular, on the prices of raw materials.! 
It is also generally admitted that interest-rate 
changes affect the volume of long-term invest- 
ment in, for instance, houses, power stations and 
similar important installations. These are already 
important influences, especially as house con- 
struction accounts for fully one-quarter of fixed 
capital investment in most countries. Since the 
war, however, house construction has generally 
been dependent to such an extent on official fi- 
nancing that it has been less affected than former- 
ly by changes in interest rates.” 

A certain proportion of private investment is 
of a decidedly long-term character and thus sub- 
ject to the influence of changes in interest rates, 
but the greater part of such investment — i.e. 


* The Suez Canal crisis has had hardly any influence 
at all on the average level of prices on the world’s raw- 
material markets — in contrast to the sharp rise which 
occurred after the outbreak of the Korean conflict. It 
may be that this time the war menace was never taken 
very seriously; but it may also be said to have been of 
importance that the leading commercial nations are now 
pursuing restrictive credit policies, which help to prevent 
the accumulation of extra large commodity stocks. 

* It would, however, be a mistake to assume that offi- 
cial financing is completely immune to changes in in- 
terest rates and other measures of credit restraint. During 
the second world war the local authorities in a number 
of countries were allowed to draw on the treasury of 
the central government to meet their borrowing re- 
quirements. In the Netherlands these special facilities 
were withdrawn as early as 1949; consequently, at the 
time of the Korea crisis, when interest rates were raised 
on the Dutch market, the country’s local authorities were 
almost immediately affected and had to reduce their in- 
vestments. In Great Britain, in connection with Mr. But- 
ler’s budget in the autumn of 1955, there were introduced 
certain administrative changes which made it necessary 
for the local authorities thenceforth to turn increasingly 
to the market in order to borrow funds. It is already 
possible to discern from the statistics for the early months 
of 1956 that the local authorities’ expenditure on invest- 
ment is being appreciably reduced. And in western Ger- 
many, too, recent measures of credit restraint have brought 
about a curtailment not only of private but also of offi- 
cial financing in the field of house construction. At a 
time when the flow of savings is not sufficient to match 
all the investments planned it is right and proper that 
part of the curtailment should be borne by the public 
sector. After all, the bulk of a country’s productive in- 
vestment in the western world is undertaken in the pri- 
vate sector, and in the case of a number of countries it 
is important to remember that it is the investment of the 
private sector in plant and equipment which will contrib- 
ute the most to a rapid increase in exports. 


that in plant and equipment — is more of a 
medium-term character. It is often maintained, 
with regard to this type of investment, that “the 
cost of borrowing is negligible as a cost factor 
relative to the risk of obsolescence and the need, 
therefore, to amortise fixed plant within five to 
ten years, i.e. the need to earn on that score any- 
thing between 10 and 20 per cent. per annum as 
against a rate-of-interest charge of, say, 3 to 7 
per cent.” (quoted from Dr Balogh’s article in the 
“Banker”, June 1956, page 350). 

It may well be that the cost of borrowing, even ~ 
in a boom, is not quite so negligible a factor as Dr 
Balogh thinks; but, leaving that aside, the crucial 
point that needs to be stressed in reply to this 
argument is that investments have to be ‘“‘financed”’ 
and that as the boom progresses industrial firms 
are generally less able to raise the necessary 
resources from their own earnings or by means 
of long-term issues on the capital market.* They 
are therefore almost compelled to turn increasing- 
ly to the commercial banks with requests for 
credit, and the volume of investment will then 
depend upon the ability and willingness of these 
banks to respond to the demands of the would-be — 
borrowers. This is where the central bank can 
come into the picture: for it is primarily through 
its power to influence the commercial banks’ abili- 
ty and willingness to lend that the central bank — 
is able to help to moderate a boom. 

One reservation must, however, be made at 
once: if the commercial banks hold large amounts 
of Treasury bills the central bank may remain 
powerless, since the banks can then procure for 
themselves the funds they want merely by re- 


* This is nothing new. In his book on Social Econom- 
ics (first published in 1918) Professor Gustav Cassel — 
showed on the basis of pre-1914 experiences that the 
height of the boom is characterised by a scarcity of 
savings in relation to the needs of financing the current 
high volume of investment and that therefore industrial 
and commercial firms are almost forced to turn to the 
banks to be able to finance the works they have start 
in recent reviews of credit conditions, whether in 
United States, Great Britain or Germany, great stres: 
is laid on the fact that the banks are increasingly being 
drawn into the business of financing long-term projects. 
ie of confining their task to the provision of working 
capital. : 

Since the credits when obtained would immediately 
be used for purchases of materials, payment of wage 
etc., new money issued in that way would quickly add 
inflationary pressure. 


turn for finance to the banks, 
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fraining from renewing the bills as they fall due. 
In such circumstances monetary policy can be 
made effective only if the banks continue to hold 
the Treasury bills in question. In Belgium this 
problem was solved in 1946 by the introduction of 
a legal provision requiring the banks to hold an 
amount of Treasury bills corresponding to 50 to 
65 per cent. of their deposits. In Great Britain 
increased emphasis has been laid in recent years 
on the liquidity ratio, ie. the tradition according 
to which the banks have to hold at least 30 per 
cent. of their deposits in cash and short-term 
paper. In June 1955 the liquidity ratio for the 
London clearing banks was down to 30.1 per 
cent., which meant that the banks could not dispose 
of further amounts of Treasury bills. Unfortu- 
nately, the government had in the following months 
to borrow exceptionally large amounts by the 
issue of Treasury bills — with the result that the 
liquidity ratio went up to no less than 37.4 per 
cent. in December 1955. The question then arose 
whether it might not be advisable to raise the 
liquidity ratio — temporarily at least — to, say, 
35 per cent. (by means of a system similar to 
that of variable cash requirements in force in a 
number of countries). If the part of the British 
short-term public debt which may be expected 
to be held by the banks were in fact so large 
as to correspond to 35 per cent. of their deposits, 
a permanent change in the liquidity ratio might 
be desirable; in 1955, however, the increase of 
Treasury paper to the equivalent of over 35 per 
cent. of deposits was primarily due to the need 
to meet the government’s current financial needs. 
This being so, any increase in the ratio would — 
to say the least — create a very bad precedent. 
It is necessary to remember that the acquisition 
of increased amounts of Treasury bills by the 
banks is itself a form of credit-creation which 
tends to have inflationary effects. Thus all that 
can be achieved by a raising of the liquidity ratio 
is to prevent a secondary credit expansion based 
on the increase in liquidity caused by the ex- 
pansion in the banks’ holdings of Treasury bills. 
lf the authorities were entitled to alter the liqui- 
dity ratio they might be inclined to the erroneous 
belief that merely by doing so they could safely 
forgetting the 
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dangerous effect of the primary credit creation 
resulting from the purchase of Treasury bills by 
the banks.} 

If the commercial banks no longer have any 
short-term paper to dispose of they can obtain 
the funds they need by having increased recourse 
to the central bank (e.g. for rediscounting pur- 
poses) or by selling some of their long-term in- 
vestments. During a severe financial crisis the 
central banks, as the lenders of last resort, are 
unlikely ever to refuse to grant accomodation to 
such institutions as can furnish the proper se- 
curity ; but in more normal circumstances each cen- 
tral bank will as a rule apply more or less fixed 
limits to the volume of bills it will rediscount and 
the amount of other accomodation it will extend 
to the banking system as a whole or to any indi- 
vidual banks, the aim being to discourage the 
commercial banks from relying too much on the 
central bank. 

Having now been faced for more than a year 
and a half with a strong demand for credit, the 
American and British banks have sold substantial 
amounts of their investments. Between Ist Janu- 
ary 1955 and the end of June 1956 the London 
clearing banks reduced their investments (mainly 
in government securities) by £390 million and 
during the same period the commercial banks in 
the United States drew down their holdings of 
long-term securities by about $10 milliard. The 
securities which thus came on the long-term 
market were for the most part bought by insurance 

* There is another consideration which should also be 
taken into account. In most centres the banks and other 
financial institutions have gradually learnt that the re- 
quirements of their particular business make it necessary 
for them to adhere to certain liquidity rules, these rules 
being adapted to the conditions prevailing in the type 
of institution concerned. If the authorities were to pre- 
scribe sudden increases or reductions in liquidity ratios 
the traditional practice of such institutions would be 
upset, the principles based on years of experience. being 
replaced by general rules imposed from above. It is dif- 
ficult to believe that this would be an improvement. 

7 It may be, however, that in some countries the financial 
institutions have not made adequate provision to ensure 
the maintenance of a sufficiently high degree of liquidity. 
In such cases the authorities may have good reason to 
intervene, but that does not mean that they should impose 
a system involving frequent changes in liquidity ratios. 
As far as the United States is concerned, the Federal 
Reserve Banks seem recently to have relied more on 
changes in interest rates and on open-market operations 


than on alterations in the minimum cash requirements, 
which have been left unchanged since 1st August 1954. 
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companies and other regular investors. Deposits 
were thus absorbed for this purpose and con- 
sequently, when the banks proceeded to grant 
fresh advances, this did not lead to any increase 
in the total amount of deposits outstanding. In 
view of the need for credit restraint, the fact that 
the banks procured their funds by reducing their 
investments has had the following advantages : 

(i) thanks to the fact that these sales offset the 
fresh advances granted, the money supply 
was not increased as a result of the trans- 
actions in question — and this in itself was 
a matter of considerable significance (see 
below) ; 

(ii) the sales led to a fall in the quotations for 
securities, i.e. to an increase in long-term 
interest rates; this tended to have a stabi- 
lising effect and, in addition, made the banks 
less willing to continue selling, with the re- 
sult that credit became less readily avilable ; 

(iii) when the banks had used up their holdings 
of suitable securities or found the prices too 
low, they were obliged increasingly to turn 
to the central bank for accomodation — 
which again tended to strengthen the hand 
of the central bank. 

Against this it has been said that the majority 
of the deposits which were used to buy the se- 
curities sold by the banks had hitherto been im- 
active and that therefore their utilisation for this 
purpose led to an increase in the effective money 
supply, which was contrary to the aims of the 
monetary policy pursued. But the purchasers of 
the securities sold by the banks were mostly in- 
surance companies, savings banks and business 
firms which would in any case have invested the 
funds in question in due course. It is, therefore, 
incorrect to assert that the banks’ sales led for the 
most part to the employment of otherwise inactive 
deposits. Indeed, one may on this score add a 
fourth advantage to the three already mentioned 
above, namely, 

(iv) the sale of the securities tied up funds which 
would otherwise have been available for 
other financing.! 

+ Tf, instead of being bought up by insurance com- 
panies, savings banks, business firms, etc., the securities 


sold by the commercial banks had been purchased by the 
central banks, there would not have been any effective 


At the moment one of the main difficulties 
facing the monetary authorities is the fact that the 
volume of investment is too large to be matched 
by the flow of current savings, with the result 
that commercial and industrial firms turn to the 
commercial banks to obtain part of the funds 
needed to finance their capital investments. If 
fresh credit were to be created by the banks to 
meet this demand the new money would immedi- - 
ately be put into circulation in the form of wages, 
payments for materials, etc. and thus exert an 
inflationary effect. In addition, there would be 
the danger of a distortion of production and a 
false valuation of assets which would be liable to 
give rise to a critical situation leading eventually 
to a decline in the general level of business ac- 
tivity. 

The present efforts of the central banks to 
check the exceptionally strong demand for credit 
are being undertaken for good reasons — and in 
their hearts, if not always in their actions, the 
governments may be supposed to be in agreement 
with them. In a way the outbreak of strikes and 
of other labour conflicts may be regarded as a 
sign of resistance to steep and sudden wage in- 


tying-up of funds. In fact, the central-bank purchases 
would have led to an increase in the volume of funds 
available for the financing of long-term and other pro- 
jects, and that at a time of brisk demand for credit 
from industry and commerce, with the result that there 
would have been a net addition to the effective demand 
for goods and services over and above the volume of 
demand corresponding to the purchasing power already 
resulting from current production, The additional demand 
would soon have attracted more goods and services from 
abroad and thus have caused a deficit on the current ac- 
count of the balance of payments, which would have had 
to be met by drafts on the gold and foreign exchange 
reserves. This, in brief, is what happened in Sweden in 
the years 1946 and 1947, when the commercial banks sold 
about S.Kr. 1.6 milliard of securities in order to be able 
to extend increased credits to the private economy, and 
an even larger amount of securities was purchased by 
the Sveriges Riksbank (in all S.Kr. 2.3 milliard). Sub- 
stantial deficits emerged on the current account of Swe- 
den’s balance of payments and in the two years in ques- 
tion the Sveriges Riksbank lost S.Kr. 2 milliard of its 
net gold and foreign exchange reserves, which fell from 
S.Kr. 2,782 million at the end of 1945 to only S.Kr. 
724 million at the end of 1947. 

It may be of some interest to mention that in the 
second volume of his Lectures (first published in 1906) - 
Professor Knut Wicksell discusses a similar situation | 
characterised by an excessive expansion of bank credit; 
his description of the consequences thereof correspon 
closely to developments with regard to Sweden's ba 
of payments and gold and foreign exchange reserves in 
1946 and 1947. : 
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creases that are out of line with the current im- 
provement in productivity and are, therefore, in- 
compatible with the maintenance of a stable price 
level. (If every request for an increase in wages 
were immediately conceded, there would be no 
labour conflicts but also no chance of a stable 
monetary value.) A policy of defending the cur- 
rency is not too easy to carry out — but fortu- 
nately the arresting of inflationary price rises is 
being at present facilitated by the increase in the 
yolume of goods coming onto the market as a 
result of all the investments initiated in recent 
years. 

In a number of countries the commercial banks 
have been asked by the authorities to avoid any 
increase in their credit-granting or even to reduce 
the total volume of credit outstanding. It has been 
found, in practice, that such a curtailment is made 
easier for the banks if the level of interest rates is 
raised (since the higher rate will in itself reduce 
the demand for credit) and that when rates are 
inereased there is less likelihood of evasion by 
direct lending outside the banks. 

There is also another consideration which 
should not be overlooked. The rate of interest is, 
of course, the inverse of the capitalisation factor, 
by which capital assets are valued. If the rate of 
interest is 3 per cent. the capitalisation factor is 
33 1/3 but if the rate is increased to 5 per cent. 
the capitalisation factor is reduced to 20. When 
the rates of interest are kept at a low level there 
will be a tendency to a higher valuation of capital 
assets — a perfectly normal development under 
the prevailing conditions but one which is likely 
to be intensified by speculative purchases. This 
effect on capital values is often forgotten when 
problems of interest rates are discussed; but such 
an oversight may prove to be dangerous, since, 
inter alia, the valuation of capital assets de- 
termines to a large extent how much can be ob- 
tained by a borrower as credit in the form of a 
mortgage loan, etc. Moreover, a sudden fall in 
capital values can at a later date have most up- 
setting effects on the whole economy. 

In this connection it may perhaps be as well to 
mention that monetary policy — like any other 
policy — often involves a choice between two 


Eines of action, neither of which is satisfactory 


from every point of view. As an example one 
may take the present position of Switzerland, in 
which country the official discount rate has re- 
mained unchanged at 11/2 per cent. since No- 
vember 1936. The question has naturally arisen 
whether in view of the present boom the rate 
should not be raised. Those who have opposed a 
rise have most of all feared that a higher rate 
would unfavourably affect a number of controlled 
prices — in particular prices of agricultural prod- 
ucts and rents. But on the other hand it has been 
pointed out that a low interest level is conducive 
to a rise in the value of capital assets — which in 
Switzerland has taken the form of high prices 
paid for shares, land, houses, etc. There has, it is 
true, been a fall in quotations on the bond market, 
as is evident, for example, from the rise in the 
effective yield of Swiss Government securities 
from 21/2 per cent. early in 1955 to 31/4 per 
cent. in September 1956, while the yields of 
foreign bonds issued in Switzerland have moved 
up by a corresponding amount, from, say, 3 3/4 to 
41/2 per cent. The National Bank, in conformity 
with Swiss tradition, has left the bond market to 
find its own level.! In this connection it is of 


* It is nowadays the rule in most countries that quota- 
tions of securities in the capital market are allowed to 
find their own level without any intervention on the part 
of the central bank. The trend of long-term interest rates 
is increasingly assuming a strategic rdle in that the 
movement of these rates is found to exert a dominant 
influence on the general trend of interest rates in an 
economy. 

The words “without intervention on the part of the 
central bank” are to be interpreted to mean that the 
central bank does not seek to determine the course of 
long-term rates of interest by its own open-market opera- 
tions. “One cannot spit against the wind”, was the ex- 
pression used some years ago by a Chief Cashier of the 
Bank of England at a time when the long-term market 
was under pressure. Hesitation to intervene in this way 
need not, however, debar a central bank from operating 
in the long- term market for technical reasons. This may 
even be a necessity in view of the bank’s functions as 
an investor of public funds, Much confusion is often 
created in discussions of these problems by the failure 
properly to distinguish whether the central-bank interven- 
tions under consideration are, om the one hand, primarily 
technical (being intended, for instance, to bring about an 
adjustment between different rates) or, on the other, 
deliberately designed to influence the basic trend of long- 
term rates. The “support policies’ practised in several 
countries for a number of years after the second world 
war are now generally recognised to have been contrary 
to the requirements of the time — but it should be pos- 
sible to provide guarantees against the repetition of such 
mistakes without entirely prohibiting various forms of 
technical intervention. 
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some interest to recall that in 1946—47, when 
long-term rates rose by 1/4—1/2 per cent., the 
corresponding decline in the quotations for govern- 
ment bonds proved sufficient to make holders less 
willing to sell out with a view to other investment. 
The changes which thus occurred in long-term 
interest rates — modest though they were — un- 
doubtedly contributed to the maintenance of a 
high degree of equilibrium in the Swiss economy 
at the time. Now, however, the boom is more 
pronounced and other countries are no longer 
adhering to a policy of cheap money. Consequent- 
ly, further steps may now have to be taken which 
will affect not only quotations in the bond market 
but also the rates charged for mortgage loans, 
which have risen relatively little during the boom. 
It may be that the necessary changes in interest 
rates can be brought about without altering the 
official discount rate, but if this proves possible, 
Switzerland will be an exception to the general 
rule. 

In western Germany, too, there have been cer- 
tain conflicting considerations as to the monetary 
policy to be pursued. Normally when a country 
has had a surplus in its balance of payments and 
has added to its monetary reserves the official 
discount rate has been lowered — and western 
Germany has had substantial surpluses as a result 
not only of a relatively low cost and price level but 
also of the surplus in the government budget and 
German industry’s freedom from the need to pro- 
duce armaments. On the other hand, however, 
_* Since the spring of 1956 it seems that credit opera- 
tions in connection with the financing of imports and 
exports have also contributed to produce the relatively 
large surpluses of western Germany. In the Monthly 
Keport of the Bank deutscher Lander for June 1956 it 
is said that “in particular, importers have increasingly 
had recourse to credit facilities abroad in view of the 
tightness and rising cost of domestic credit”. Almost one- 
half of the gold and foreign exchange surplus of DM 
522 million which accrued to the Bank deutscher Lander 
in May 1956 can be traced to changes in the foreign 
exchange position of the German Foreign Trade Banks 
and to the increased utilisation of foreign documentary 
and cash credits. 

It is often said that under present conditions of ex- 
change control increases in interest rates and other forms 
of credit restraint do not affect the movements of funds 
from one country to another. In fact, however, now that 
monetary confidence is improving and controls are being 
relaxed, movements of short-term funds are beginning to 
assume rather substantial proportions. It is often fairly 


easy for trade credits to be shifted from one market to 
another — especially by firms operating in several coun- 


there has been the boom, which has led to a strong 
demand for funds followed by a marked stringen- 
cy in the money and capital markets and hence 
a tendency for interest rates to increase. An arti- 
ficial reduction in interest rates would thus have 
given a strong impetus to further investment and, 
especially, to speculation in the value of capital 
assets. As it is, the Bank deutscher Lander has 
taken no steps to restrict the granting of credit on 
the basis of the funds accruing to the banks from 
the surpluses in the balance of payments; in fact, 
fresh money has been brought into circulation, 
which should help in restoring equilibrium in re- 
lation to other countries. But the rates at which 
credits have been granted are relatively high — 
varying between 6 and 10 per cent. — and by 
these rates speculation either in capital assets or 
in the form of the accumulation of commodity 
stocks has generally been made too expensive to 
be worth-while. In such a situation the relative 
weight of the different considerations may well 
vary from time to time — and if it is found that 
the boom is becoming somewhat moderated the 
official discount rate can speedily be lowered 
again, for then more regard can be had to the 
existence of a balance-of-payments surplus (this 
is, in fact, precisely what happened in the early 
autumn of this year, when the Bank deutscher 
Lander, with effect from 6th September 1956, 
lowered its discount rate from 51/2 to 5 per 
cent.). 

One of the difficulties still met with in the 
formation of a rational credit policy is that the 
price and cost levels of the different countries 
do not in every case stand in a proper relation 
to each other; consequently, it is still the case, 
more so than in ordinary times, that consider- 
ations of an international character clash with 
considerations relating to the domestic economy. 
There is no doubt more harmony between the cost 
and price structures of the different countries 
than there was, say, five years ago, and in general 
the movement would seem to be in the direction 


tries — and financial transfers are a!so possible to so 
extent. A removal of the remaining elements of exc 
control would, of course, further facilitate the internation- 
al flow of funds and, in particular, would help to revive 
the movement of so-called “ equilibrating credits” betw 

the various money markets. ps 
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of all-round equilibrium, but there is still some 
way to go. 

In a somewhat related field there is no doubt 
that a fair degree of “normalisation” has been 
attained, namely in the relationship belween the 
money volume (consisting of notes in circulation 
and demand deposits) and the gross national 
froduct. In the majority of the western European 
countries the ratio of the money volume to the 
gross national product has returned to somewhere 
near its 1938 level — a state of affairs which in 
most cases probably corresponds to the normal 
payment habits of the particular country. Ex- 
perience shows that radical changes in these habits 
will generally only occur either in the course of 
a severe depression (like that of the 1930s) or a 
galloping inflation (of which there have been 
many examples). Neither of these dangerous de- 
velopments has occurred in recent years and thus 
payment habits (and consequently also the velocity 
of circulation of money) have settled down to a 
state of normality. Such variations as do still take 
place are those characteristic of the different 
phases of the business cycle. Thus the Federal 
Reserve Board reports in its Bulletin for July 
1956 that 

“with economic activity at high levels and 
interest rates rising during part of the period, 
the money supply was used more actively. 
The seasonally adjusted annual rate of turn- 
over of demand deposits in leading centers 
outside New York City rose to 24 in the 
second quarter of 1956 from 22.5 in the last 
quarter of 1955, an increase of more than 
6 per cent.” 

The increase which has occurred in the velocity 
of circulation is clearly matched to some extent 
by an acceleration in the rate of commercial and 
other transactions in relation to the gross national 

_ product. In the case of notes in circulation the 
variations in velocity are probably less marked 
than in the case of demand deposits. In the con- 
ditions thus prevailing, considerations relating to 
changes in the money volume gain in importance 

_and credit policy will have to be so framed that 

_ despite the boom no untoward increase takes place 

in the money volume. The fact that — as shown 

by the American statistics quoted above — a cer- 
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tain increase has occurred in the velocity of cir- 
culation of demand deposits is, indeed, a reason 
for even more restraint in the granting of credit 
than would otherwise have been necessary. 

Thus the authorities are surely right in paying 
attention to changes in the money volume — and 
for that very reason the sales of securities by the 
British and American commercial banks, which 
have helped to keep the money volume from rising 
(see page 109), have served a useful purpose. In 
Great Britain the money volume at the end of 
June 1956 was about the same as it had been a 
year earlier, while in the United States it had 
risen by about 2 per cent., as compared with a 
4 per cent. rise in the gross national product. 
These figures indicate a degree of monetary re- 
straint without which there would not have been 
the large measure of price stability on the world 
commodity markets which has been witnessed in 
recent months notwithstanding the tension in 
international politics. 

Changes in the money volume must, however, 
be considered in the light of the particular con- 
ditions prevailing in each individual country. In 
Great Britain ar initially high degree of liquidity 
at the end of war (connected to some extent with 
sterling liabilities) has made it imperative to keep 
the current additions to the money volume down 
to a minimum, while in western Germany, for 
instance, the currency reform of 1948 had so 
severely reduced the money volume that after- 
wards substantial annual increases were certainly 
indicated. 

In the post-war period it has been a common 
experience of pratically all countries that the 
rather high levels of interest rates reached in so 
many economies have not adversely affected the 
volume of investment or the level of employment. 
Owing to the high marginal productivity of capital 
during these post-war years (as reflected in the 
prevailing profit rates), all savings have been 
easily invested. Since the raising of interest rates 
has generally been regarded as a sign of a firm 
determination to defend the currency and has thus 
given an impetus to increased money savings, the 
introduction of a stiffer credit policy has soon 
been followed by a growth in the volume of invest- 
ment. To take an example: if the people in 
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western Germany had not regained confidence in 
their currency, savings would not have increased 
as they did and the country would never have 
achieved that large volume of investment which 
has astonished the world and is reflected for all 
to see in such things as new houses, factories and 
machines and better roads and railways.} 


1 The relation between inflation and savings is a 
complex matter, but some important aspects may be stated 
quite briefly. 

When the amount of credit granted by the banking 
system is so great that effective demand exceeds the 
supply of goods and services, so that prices are forced 
up, those who utilise the credits — whether it be the 
government or private borrowers — are enabled to make 
use of economic values which, at least to some extent, 
have been set free by forced savings. ‘These forced savings 
are largely the result of the fact that both wage-earners 
and others are able to buy less commodities because of 
the rise in prices, there being a time-lag before these 
people manage to get their money wages increased so 
as to bring them into line with the rise in prices. If the 
price rise is not too sudden the said process of extracting 
savings can go on for quite a long time. It should further- 
more be noted that business firms will generally continue 
to make good profits as long as the inflation lasts — not 
least at the expense of those from whom they have ob- 
tained loans — and that a part of the said profits is 
likely to be reinvested. 

If, however, the inflation becomes more rapid, most 
people will try to avoid holding currency and will seek 
instead to spend their money as soon as they receive it 
+ as happened, for instance, in Italy up to the middle of 
1947 and, at various times, in several other countries 
too. Once this occurs there will no longer be any forced 
savings and, what is worse, even the flow of ordinary 
savings will dry up as people discover that money saved 
is largely money lost. Then the comedy is finished and 
there is no choice but to revert once again to more 
sensible monetary and fiscal policies in order to put an 
end to the inflation. 

Since 1952 the general price level has been relatively 
stable in a number of countries and at the same time there 
has taken place a considerable improvement in produc- 
tivity — all of which has helped to keep up the rate of 
profit and thus also to sustain business saving. (Accord- 
ing to Professor David Davidson’s famous analysis, the 
maintenance of a stable price level at a time of increased 
productivity is to be regarded as part of an inflationary 
situation). If, however, owing to an increasing supply 
of goods, competition were to become keener and the 
prices of finished products were to start to decline, the 
rate of profit would very likely be reduced, with the 
result that it would become impossible at present rates 
of taxation to maintain the previous high level of business 
saving. If that were to happen there would arise the dif- 
ficult problem of how to modify the tax system but also 


-often have a very potent influence, and they 


All those — and there were many — who had 
feared that an increase in interest rates would 
necessarily lead to unemployment have had to 
modify their views. But those who had recom- 
mended a flexible credit policy have also had 
much to learn, especially as regards the adjust- 
ment of monetary measures to the conditions of 
a modern economy. In addition to the problems 
already mentioned above, there are, for instance, 
the various questions connected with the exercise 
of selective credit control, involving the granting 
to the authorities of special powers to intervene 
in such fields as the financing of hire-purchase 
business and stock exchange transactions and the 
provision of mortgages for building purposes. It 
can be said that these and other problems of 
credit policy are at present being studied extremely 
closely in a number of countries, both by official 
bodies and independent experts. There is, indeed, 
a recrudescence of interest in monetary theory, 
stimulated not least by the practical experience 
gained by a great many countries over the last 
five or ten years. And there seems now to be, 
among those who devote themselves to these 
matters, a greater freedom from preconceived 
ideas than there has been for a long time. 

The central banks themselves are the last to 
exaggerate what monetary action alone can 
achieve. But they have also become aware of the 
fact that the measures which they are able to take 


realise in particular that balanced economic growth 
cannot be achieved without an active part being 
played by a flexible credit policy. Furthermore, 
they are conscious that the general public is be- 
ginning to look upon them once again as the 
principal and most reliable defenders of the cur- 
rency. 


of how to obtain more savings from other sources. Thus 

each new phase of economic life brings its own difficul- 

ties — but also fresh opportunities for such countries as 

know how to avail themselves of the new possibilities. 
\ 
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SOME FEATURES OF SWEDEN'S 
AGRICULTURAL POLICY 


BY HALVDAN ASTRAND 
AGRICULTURAL ECONOMICS RESEARCH INSTITUTE, STOCKHOLM 


The industrialization process in the Swedish 
economy started comparatively late, but it de- 
veloped very rapidly from the outset. As late as 
in 1875 seventy per cent. of the working popu- 
lation were still employed in agriculture, as against 
only 15 per cent. in industry and 6 per cent. in the 
“Service occupations”. Today it is estimated that 
barely 20 per cent. of the population able to work 
are engaged in farming, while industry’s share 
has gone up to 43 per cent. and that of the 
service occupations to 26. As far as agriculture 
is concerned, it is not merely a question of a 
relative decline but also of an absolute decline on 
a considerable scale. The Swedish agricultural 
population reached its maximum around the year 
1880, when it exceeded 3 million. Now it is down 
to less than half of that number and is still de- 
creasing by roughly 40,000 persons per annum, 
of whom more than 20,000 are in the ages able to 
work. 

The driving force behind this development has 
undoubtedly been primarily of an economic na- 
ture. During the latter half of the I9th century 
Swedish agriculture was very much over-popu- 
lated, and the business sector generally was too 
undeveloped to take over the surplus population, 
which emigrated instead. Emigration during the 
quarter of a century 1880—1904 accounted on an 
average for nearly 60 per cent. of the entire sur- 
plus of births. The difficulties of finding em- 
ployment in agriculture were greatly intensified 
by the heavy falls in the prices of cereals during 
the 1880s caused by the export sales effected by 
countries overseas. At that time Swedish agri- 
culture was to a fairly large extent concentrating 
upon the production of cereals and fodder grain 
and was therefore particularly hard hit. There had 


:. 
 . 


been no tariff protection against imports since 
1857, and it was only after a long and bitter 
struggle on the political plane between free-traders 
and protectionists that the latter won the victory, 
and grain tariffs were introduced in 1888, being 
further raised in 1895. The tariff rates then im- 
posed were subsequently retained at an unchanged 
absolute amount right up to 1955, a fact that testi- 
fies to the inertia inherent in a politically highly 
controversial protection of this nature. 

During the last decades of the roth century a 
certain reorganization of Swedish agricultural 
production took place, from crops to animal hus- 
bandry. This was naturally stimulated by the price 
ratios’ being favourable to farm-animal breeding, 
but it also afforded a means of providing employ- 
ment for the agricultural population and was 
therefore considered desirable as one of the ways 
of stemming the flow of emigrants. Intensive 
animal production was able to provide a livelihood 
for a family on a far smaller acreage than was 
possible with vegetable production alone. 

Swedish legislation has since olden times been 
very restrictive in regard to the parcelling of 
land. It is a significant fact that the only period 
in our history when the unlimited parcelling of 
land has been legal covers the years 1896—19g05. 
In an increased number of peasant proprietors one 
saw not only a means of stemming the tide of 
emigration but also a factor tending to stabilize the 
economy. One expression for these endeavours, 
which is by no means without an element of so- 
called rural romance, was the “own-your-own- 
home” movement, the purpose of which was to 
facilitate in various ways both settlement in still 
uncultivated areas and the dividing-up of large 
estates into small holdings and the creation of 
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housing properties comprising a smaller area of 
land and intended for workers whose main but 
inadequate employment was in other occupations ; 
so-called auxiliary farming. Behind these efforts 
there undoubtedly lay certain ideological ideas as 
to an owner-farmer population being the indis- 
pensable reserve for the nation’s spiritual and 
physical vigour, ideas about the moral value of 
a mode of living ‘‘close to nature’, and so on. It 
must not be forgotten, however, that in those days 
there were a number of reasons for assuming that 
family farming was well able, from the economic 
point of view, to compete with larger farms, so 
that if the system of parcelling the land were 
continued it might prove an economic advantage. 


The structure of Swedish agriculture 


The total area under cultivation increased right 
up to the beginning of the 1920s, though the great 
period of expanding cultivation falls during the 
latter half of the 19th century and the first decade 
of the 20th. That the process slowed down was 
by no means due to. any lack of arable land — the 
area under cultivation does not amount altogether 
to more than 9 per cent. of the total land area, 
while over half the area is covered with forest — 
but to the economic upswing experienced by the 
business sector in general, which made the craving 
for land less exigent. It is true that the number 
of farming estates rose right up to the year 1932, 
but since then it has again declined, first slowly 
and subsequently more rapidly. No less than four- 
fifths of all farming estates are farmed by per- 
sons who themselves own the land. The typical 
farm is a small family holding and the number 
of large estates is insignificant. The conditions are 
perhaps best illustrated by the statement that 
nowadays only 16 per cent. of all farm work is 
done by employed manpower. That is to say, the 
bulk of it is done by the farmer himself, his wife 
and those of his children who are still living at 
home. Thus, as a rule the farmer is himself a 
manual labourer. As a result of repeated reforms 
of the division of land ever since the middle of 
the 18th century the villages have been broken up 
and the farms scattered, so that they are generally 


. be able to make a satisfactory livelihood from 


situated in the middle of the farmer’s own holding. 
About 80 per cent. of all farmers own forestland 
as well, at least sufficient for domestic require- 
ments. Of the country’s very considerable forest 
area (22 million hectares) one-half belongs to 
private owners, and these are also to a very large 
extent farmers. One-quarter belongs to companies 
and one-quarter to the State and local authorities. 
Over go per cent. of the arable land, on the other 
hand, is possessed by the farmers. The process of 
splitting-up the arable land has gone on apace in 
spite of the redistribution. If we reckon that a 
family needs about 15 hectares of arable land to 


farming alone, we find that only a fifth of all 
small holdings fulfil this condition. Owners of 
the majority of the smaller farms are able to 
supplement their incomes principally by forestry, 
though also by working in industry etc. These 
possibilities have increased enormously during the 
past decade thanks to the development of com- 
munications — of all European countries Sweden 
has the highest number of motor vehicles in pro- 
portion to the population — and owing to the boom 
conditions enjoyed by industry, especially those 
industries that are based on the forest as raw 
material. We cannot speak of an agricultural 
proletariat, but we can speak of a numerous popu- 
lation of small farmers with a lower standard of 
living than that of the industrial workers and 
with insufficient capital for modernizing and 
carrying out a large-scale reorganization of their 
own farm property. It is characteristic of these 
farms that the average age of the farmers is high. 
There is no doubt that tens of thousands of these 
farms will not survive after the death of the 
present owner. The buildings will be allowed 
gradually to fall into ruin and the arable land 
will be absorbed by other farms or be planted with 
forest trees. 

As we see, the process of industrialization whi 
Sweden is\still undergoing does not leave agri- 
culture unaffected. From having been producer. 
processer and marketer of -his own producti 
the owner of a small and medium-sized farm i 
‘increasingly becoming simply a producer of raw 
materials. The functions of processing are bei 
performed_on an increasing scale at centrally sitt 
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ated industrial establishments: mills, dairies, 
slaughterhouses and cured-meat factories. More- 
over, distribution involves nowadays essential 
elements in the work of a housewife and includes 
not only transport, packaging and retail marketing 
but also, in many cases, a further processing of 
raw material or semi-manufacture, e.g. canning, 
the preparation of ready-cooked food etc. Here in 
Sweden the farmers have through their cooper- 
ative economic associations very largely taken 
over the processing of their production and even, 
to some extent, the distribution and retail selling 
of food. The economic associations are available 
to all agricultural producers and are bound to take 
charge of their entire production. 98 per cent. of 
all dairy milk, 75—8o per cent. of the livestock 
slaughtered, 70 per cent. of the eggs and 60 per 
cent. of the cereals are passed on to the farmers’ 
cooperative establishments. A substantial pro- 
portion of agricultural sundries, moreover, are 
bought through the farmers’ own associations, 
which, however, do not to any appreciable extent 
run their own factories. The economic associations 
have a central joint organization, Sveriges Lant- 
bruksf6rbund (SL), The Federation of Swedish 
Farmers’ Associations, which indirectly represents 
practically all farms haying an organized pro- 
duction for marketing. SL acts as the repre- 
sentative of agriculture side by side with the 
farmers’ trade union organization Riksforbundet 
Landsbygdens Folk (RLF), The Swedish Na- 
tional Farmers’ Union, especially for negotiating 
with the Government authorities on measures of 
price regulations in the agricultural field. RLF 
has 200,000 members; by way of comparison it 
may be mentioned that the entire number of farms 
with more than 2 hectares of arable land is 


' 270,000, and with more than 5 hectares only 


185,000. The two main farmers’ organizations are 
not connected with any particular political party 
as is the case, for instance, with the trade union 
labour movement. SL and RLF together represent 
the overwhelming majority of Swedish farmers 
and look after their interests. Within their sphere 
they hold quite as predominant a position as the 
Landsorganisationen (LO), The General Feder- 
ation of Trade Unions, does among industrial 
workers, the Svenska Arbetsgivareforeningen 
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(SAF), The Swedish Employers Confederation, 
among the employers, and Tjanstemannens Cen- 
tralorganisation (TCO), The Central Organization 
of Salaried Employees, among salaried employees. 
The corporate element in our social life is already 
extremely strong and is apparently steadily ex- 
panding. Naturally, the Government and the 
political parties alike lend a keenly sensitive ear 
to the demands and views of these organizations, 
and it would appear that no radical measures of 
economic policy are ever taken without previous 
consultation with the organizations within the 
spheres affected. 

During the inter-war years there was a gradual 
switch-over of public opinion in regard to agri- 
cultural problems. One of the factors contributing 
to this change of attitude was undoubtedly the 
serious international agricultural crisis, at the end 
of the 1920s and the beginning of the 1930s. It 
will be recalled that this was an over-production 
crisis, in the first place of cereals, but subsequent- 
ly, when the farming of crops was gradually re- 
placed by animal production, which gave a better 
yield on account of the low fodder prices, of farm 
animals as well. As far as Swedish farming was 
concerned, the fall in the prices of animal prod- 
ucts was of decisive importance seeing that near- 
ly three-quarters of the incomes from sales were 
earned on them. 


Economic crisis and government control 


The very fact that there was a surplus of farm 
produce was bound to have the effect of cooling 
off the persistent demand for land. A factor of 
even greater importance, however, was the greatly 
reduced earning capacity of the farming industry, 
which led to the farmers’ incurring a heavier 
burden of debt and, in numerous cases, to sus- 
pension of payments and bankruptcy. Seeing that 
the crisis affected not only farming but practically 
the whole economy, one might have expected a 
higher volume of emigration, but this was by no 
means the case. Ever since 1929 the immigration 
to Sweden has each year exceeded the emigration 
from this country. The reason for this was no 
doubt twofold: the crisis was international and 
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those countries which had previously received the 
bulk of Sweden’s surplus population took steps 
to restrict immigration. Nevertheless, one im- 
portant reason for the falling-off in emigration 
seems to have been that the Swedish community 
had by now acquired an entirely different eco- 
nomic and technical capacity to what it formerly 
possessed and that such energetic efforts were 
made to get production going again. The imple- 
mentation of the very comprehensive relief meas- 
ures adopted by the Government in support of 
agriculture was made possible by the sudden and 
sensational partnership between the Social-Demo- 
cratic Labour Party and the Agrarian Party. 
The farmers’ organizations developed their full 
strength during the early part of the 1930s. As 
far as the cooperative movement was concerned, it 
received powerful support from the Labour- 
Agrarian Coalition Government during this decade 
in that, as soon as they had attained a certain 
minimum membership, the associations were en- 
trusted with important functions concerned with 
the effectuating of Government regulations in the 
agricultural field. The primary aim of these reg- 
ulations was to raise and stabilize the prices of 
agricultural products. They were imposed upon 
one product after another without any advance 
planning, with the result that by 1934 quantitative 
import and export controls had been introduced 
affecting all the principal agricultural products. 
Normally there were constant problems caused by 
surpluses in the milk production, but the same 
applied to cereals, bacon and eggs. It was obvious 
that protection tended to encourage production, 
and during the latter part of the 1930s the sur- 
pluses began to cause considerable concern. By 
means of export subsidies and the imposition of 
duties on production for sale funds were obtained 
for covering losses on exports. It was thanks to 
these expedients that, among other things, butter 
and bacon exports to England were maintained 
up to the beginning of the second world war. 
Behind this gradually expanding Government 
control policy there was, above all, a social ob- 
jective, viz. to help the agricultural population out 
of the economic crisis and to provide improved 
living conditions. This could be achieved relatively 
simply by limiting imports and by import duties, 


at any rate so long as there were no export prob- 
lems. In itself, the support given to the numerous 
small farmers! geared very well in with a general 
welfare policy, but on the other hand it rendered 
more difficult the carrying out of a similar policy 
on behalf of the low income brackets outside agri- 
culture. Food represents as much as 40 per cent. 
of an average family’s entire expenditure, and at 
least three-quarters of the food comes from Swed- 
ish producers. This was the peculiar dilemma that 
faced agricultural policy in the 1930s. It was 
solved partly by the direct subsidizing of the price 
of milk, though later on, after the second world 
war had broken out, the practice was introduced 
of allowing householders, subject to a means test, 
discounts on food purchases. 

The outbreak of war caused a drastic change 
in the situation. The hitherto embarrassing surplus 
stocks of cereals became an indispensable asset 
under the hastily imposed blockade. The heavily 
expanded productive capacity of Swedish agri- 
culture greatly softened the blow caused by the 
failure of the crops in 1940 and 1941, which made 
any talk of surplus production superfluous for 
the time being. On the contrary, it was found 
necessary in certain cases to adopt measures de- 
signed to stimulate production with a view to 
arriving at a suitable weightage assignable to 
different agricultural products to meet the re- 
quirements of national supplies. Land policy fell 
into the background and public interest was in-_ 
stead concentrated on price policy. Having learned 
from the experiences of the first world war, the 
Authorities at once made every effort to control 
the trend of prices. In principle, prices were only 
allowed to rise in proportion to unavoidable di- 
rect increases in costs, and no compensation would 
be allowed for rises in prices due to increased 
fixed costs. 


The estimates of income and costs as a guide 
for the price policy 


As far as agriculture was concerned, an in- 
strument was devised as early as in 1940 for 
gauging the development of costs, known as “jord- 
brukstotalkalkylen” (total estimates of agricultural 
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incomes and costs), which up to the farming year 
1955/56 served as a guide for the country’s price 
policy. The basis of calculation was the production 
year 1938/39, that is to say, in principle the 12 
months during which the 1938 crops were gathered 
and marketed or used for meat and dairy products. 


The estimates covered agricultural production 


proper throughout the country, or, to be more pre- 
cise, that portion which was sold by the farmers, 


_ and also, to a certain extent, the agricultural popu- 


lation’s own consumption. Incomes and costs were 
calculated for the last completed, for the then 
current and for the immediately succeeding pro- 
duction year. Into the calculation for making a 
forecast, which was to serve as a basis for the 
coming agreement, there were inserted so-called 
“norm harvests”, computed with a knowledge of 
average harvest and the average yearly increase in 
the yield per hectare over a lengthy period of time. 
For the meat and dairy production the forecast 
was made in the light of the trends of development 
in regard to the number of domestic animals etc. 
The costs included not only direct costs for the 
means of production but also the depreciation and 
maintenance of buildings and machinery. Labour 
costs were calculated as the product of farm 
workers’ hourly wages under collective agreements 
and the total number of hours worked accounting 
for the entire agricultural production. According 
to the estimates, this item amounted to 1,232 
million hours in the basic year. In the forecasts 
the volume of labour was reduced in the light of 
earlier estimates and experiences. During the first 
few years it was assumed to fall by 1 per cent. 
per annum, but towards the middle of the 1950s 
the reduction was considered to be approximately 
4 per cent. a year. The total volume of labour was 
estimated for 1955/56 at 793 million hours, 
equivalent to a reduction in the course of 16 years 
of as much as 36 per cent. Neither the income 
nor the expenditure side of the total estimates of 
incomes and costs is so complete that it can serve 
as a gauge of the farmer’s net income. 

After some years the negotiations between the 
Authorities and the farmers’ organizations tool 
the following course: in the early months of the 
year special experts appointed by the King in 
Council drew up total estimates for the coming 
; 


a 


119 


production year. Incomes and expenditures for 
the basic year were already known. The index for 
the increase in costs since the basic year were 
multiplied by the basic year’s revenues. The 
“necessary” income thus obtained was compared 
with that computed for the forecast year, and the 
difference, i.e. the amount of income that would 
have been required for the revenues to have shown 
the same relative rise as the costs, was termed the 
estimated deficit (or surplus). During the ne- 
gotiations which then followed between the Gov- 
ernment Board for drawing up measures of price 
control in the field of agriculture, Statens Jord- 
bruksnamnd (The State Agricultural Marketing 
Board), on the one hand, and the two main agri- 
cultural organizations’ joint negotiating body, on 
the other hand, it was generally assumed that the 
estimates would balance, that is to say that under 
normal harvest conditions the costs and the 
revenues should show the same relative rise from 
the basic-year figures. This may perhaps appear 
to be an application of the principle of completely 
covering the costs, but, as has already been men- 
tioned, the costs of labour were reduced in the 
forecast each time by a percentage corresponding 
to the average rationalization of labour during a 
series of earlier years. As soon as an agreement 
had been arrived at it was submitted to the Gov- 
ernment. On some occasions, when no settlement 
seemed possible, negotiations were taken up direct 
between the farmers’ representatives and the Gov- 
ernment. The agreement was subsequently pre- 
sented in the form of a Government Bill to the 
Riksdag in the month of April. The Riksdag had 
to adopt or to reject the bill in its entirety, it being 
considered that the Riksdag was not competent 
to make any appreciable amendments to the actual 
agreement between the State Agricultural Mar- 
keting Board and the farmers’ organizations. In 
this way the farmers received advance information 
about the prices for the coming production year 
and were able to make their plans accordingly. 
The fact is that in the case of most products the 
agreement was of the nature of a State guarantee 
that a certain fixed price would be obtained for 
the entire production. 

As a rule the price agreements come to on the 
basis of the total estimates contained a “ceiling 


120 SKANDINAVISKA BANKEN 


rule’ to be applied according to the harvest yield, 
the so-called 4 per cent. rule. If upon a revision 
of the estimates in the autumn, after the harvest 
yield was known, the combined revenue from agri- 
culture exceeded or fell short of that calculated 
in the spring by over 4 per cent., negotiations were 
to be taken up with a view to adjusting prices. If 
this limit were excedeed, prices would be reduced, 
so that the surplus would not be more than 4 per 
cent. If the revenue fell short of that limit, as 
might be the case if there were a widespread 
failure of the crops, prices would be raised so 
that the combined revenue from agriculture would 
not be less than 96 per cent. of that foreshadowed 
in the agreement. This interesting form of col- 
lective “crop insurance’ functioned on two oc- 
casions, namely after the failure of the crops in 
1947 and in 1955. The upper 4 per cent. limit has 
never been exceeded. 


Objections to the old pricing system 


The system of estimating agricultural incomes 
and costs was subject to severe criticism in sub- 
sequent years. The chief objections to it were: 

1. The estimates are encompassed by excessive- 
ly wide margins of uncertainty to serve as a basis 
for fixing prices. This objection has reference 
chiefly to the calculation of labour costs, for which 
the basic statistical figures are undeniably weak. 

2. The estimates do not gauge the income level, 
not even the development of income earned in 
agriculture, seeing that the revenues are largely 
derived from sources other than farming, notably 
from forestry. 

3. The local variations in harvest yield and 
profit-earning do not find expression in a calcu- 
lation of averages of this kind in spite of their 
being frequently very considerable. 

4. The use of collective wages paid to farm 
workers for estimating the total labour costs gives 
workers and employees a common interest in 
raising wages at the expense of the consumer. 

5. Using the estimates of agricultural incomes 
and costs for fixing prices places a constraint on 
price movements. Owing to the fact that the total 
revenue is a known factor, an intrinsically justi- 


fied increase in the price of a product will prevent 
or limit the raising of the price of another prod- 
uct, and this involves the redistribution of in- 
come among the farmers that was never intended. 
No advantage can be taken of a booming market, 
and in a slump agriculture receives a large meas- 
ure of price support out of all proportion to that 
obtained by other sections of the community. 
Both in view of these criticisms and on account 
of the desirability of conducting an agricultural 
policy that is better adapted to international efforts 
at liberalization, there was appointed in 1952 a 
Government Committee, known as The Agricul- 
tural Pricing Committee, whose recommendations, 
issued in the New Year, 1955, have served in a 
modified form as the basis for the new pricing 
system now being applied in Sweden as from the 
Ist September, 1956, for the next three years. 


Fundamental principles of agricultural policy 


Before we discuss this system it might be ex- 
pedient to revert to the debate on agricultural 
policy which was a feature of the 1940s, as it led 
up to the adoption of certain fundamental prin- 
ciples which have gained widespread acceptance 
by the main political parties, and which since 1947 
have served as a norm for giving practical shape 
to the measures of control. 

After the peculiar difficulties that beset the 
early war years had been overcome and fairly 
satisfactory machinery for the control of the 
country’s food economy had been devised, the 
Authorities again began to devote their attention 
to the question of a long-term and consistent plan _ 
for the conduct of their agricultural policy. A 
large Government Committee, usually called the 
Committee of 27, though the membership : 
hardly ever exactly that number, was appoint 
in 1942 and successively presented the results of 
their labours up to 1946. There were also on the 
Committee a number of economists without any 
special connection with the agriculturalist mem- 
bers. In the spring of 1947 the Riksdag, with 
support from all parties, resolved upon the pri 
ciples on which to conduct the future agricul 
policy. The objective is clearly social: The 
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lation engaged in agriculture is to have the same 
possibilities as those employed in other occupations 
of attaining a reasonable income level and of 
sharing in any general increase in prosperity that 
may take place in the future. The means for 
achieving this are twofold: rationalizing the oper- 
ation and business structure of agriculture and 
supporting prices by a protective tariff. It is, 
however, by no means a question of support con- 
ditional upon an equivalent return, nor indeed of 
supporting just any volume of production. It has 
already been mentioned that the arable land is 
very largely split up into small holdings owned by 
the farmers themselves. The possibility of earning 
a reasonable income referred to in the declaration 
of principles quoted above alludes in fact to 
well-managed and well-located farms comprising 
10—20 hectares of arable land in a good state af 
cultivation and as much forestland as normally 
belongs to a farm of this size in different parts of 
the country (so-called basic farms). This implies 
that about four-fifths of all farming estates com- 
prise a smaller area and, on the whole, poorer 
conditions of production than the farm for whose 
labour force the Riksdag intends by its resolution 
to provide a reasonable income. If a farmer has 
to earn his living from agriculture alone on a 
small holding, it must be run very intensively and 
highly efficiently if it is to be capable of yielding 
an income comparable with what other occupations 
can offer. Nearly all farmers, however, earn in- 
comes from other sources as well. Not even for 
basic farming is it assumed that farming alone 
will yield a satisfactory income. It may be men- 
tioned that the particular group of basic farms 
which have been in the forefront of discussion 
during the negotiations on the new pricing sys- 
tem, namely farms of 10—20 hectares on the 
plains of South and Central Sweden, derive 75 
per cent. of their income from agriculture, 14 per 
cent. from the forest and 11 per cent. from other 
sources. 

What is a “reasonable” income? The Agri- 
cultural Committee of 1942 did not give a precise 
definition of this term but used it when comparing 
wage data relating to various kinds of manual 
workers in the rural districts with the basic 
farmer’s income from his labours, and declared 
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that the so-called “wage gap” between the agri- 
cultural population and the workers just referred 
to probably did not fall short of 15 per cent. of 
an agricultural worker’s wage in the middle of 
the 1940s. The Agricultural Pricing Committee 
of 1952 went much further in regard to expressing 
comparisons of income in precise terms. It com- 
pared basic farm wages on the plains with those 
of industrial workers in the two lowest cost-of- 
living zones of the five-graded cost-of-living 
zoning system that was applied at the time. The 
Riksdag Session of 1955 went a step further and 
considered that a comparison should be made with 
the two lowest cost-of-living zones in the four- 
graded system now current, which implies ‘that 
about 70 per cent. of all industrial workers, ir- 
respective of whether they are living in a rural 
or an urban district, are included in the wage 
statistics now used for gauging the equality of 
income status as between agriculture and other 
lines of business. The motive for thus raising the 
standard of the comparative group appears to be 
chiefly the fact that higher claims must nowadays 
be made on the farmer’s personal capabilities than 
before, among other reasons because of the ex- 
tensive mechanization of agriculture. The mem- 
bers of his family are not, however, accounted for 
as earning industrial, but only farmworkers’ 
wages. The industrial worker’s wage in question 
is estimated to amount to 10,350 kronor in Sep- 
tember 1956. The wage of a farmworker, if bene- 
fits in kind etc. are taken into account, is probably 
at least 10 per cent. lower. 

It is particularly hazardous to draw comparisons 
of income of the kind that has been discussed 
here, not merely because working hours and work- 
ing rhythm are so different in agriculture and 
industry ; the biggest problem lies in the fact that 
one is comparing an entrepreneur with an em- 
ployee. How are the former’s capital earnings to 
be assessed, and what compensation is he to 
receive in his capacity of an organizer of labour 
and for the financial risks he takes? Calculating 
capital earnings in particular has been fraught 
with serious difficulties. It should in principle be 
generally agreed that only that portion of the 
interest earnings that is referable to true invest- 
ments should be allowed to be taken into account, 
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while interest claims that have arisen through an 
inflationary increase in the value of real capital 
shall not be included when the income derived 
from labour — which is, of course, total income 
less capital earnings — is calculated. It is obvious- 
ly necessary in some way to fix a normal period 
for the possession of the farm in order to be able 
to gauge properly the effect of inflation, but this 
has not yet been done, and questions relevant to 
the problem have not been sufficiently thrashed 
out. 


The difficulties of comparing industrial and 


agricultural work 


Comparisons of working hours as between 
farmer and industrial worker are likewise causing 
trouble. In particular, the dairy farmer is inevi- 
tably tied down to his place of work every day of 
the week all the year round, and on a small farm 
has little chance of being relieved from his regular 
tasks by other than members of his family. During 
certain parts of the day, however, especially in 
winter-time, he can take it fairly easy. It would 
hardly be correct in this case to count the hours 
of work from the start of the first job in the 
morning to the last job at night all the year 
round. It is not possible to fix exactly the number 
of hours he spends on planning the work on the 
farm and on dealing with various business matters 
in connection with it. The industrial worker, on 
the other hand, spends a good deal of his time in 
travelling to and from his work, but he is free all 
Sundays and public holidays and enjoys consecu- 
tive weeks of summer holiday. These difficulties 
in drawing comparisons have for the present been 
resolved by exclusively comparing the annual in- 
comes, which in that case, as far as the workers 
are concerned, are worked out on the basis of the 
average hourly earnings, including various kinds 
of betterment factors, multiplied by an estimated 
yearly working period. Now that within the next 
few years a general shortening of the hours of 
work will in all probability be introduced for 
industrial workers, the comparison of incomes will 
become an even more hazardous procedure, seeing 
that the owners of basic farms will certainly not 


be able to reduce their working time to a corre- 
sponding extent. 

After an arbitrary appraisement of all the avail- 
able material in the form of bookkeping accounts, 
wage statistics, tax-assessment figures and in- 
vestigations into consumption, the Agricultural 
Pricing Committee found that equality of income 
had'in the main been reached during the early 
1950s. A substantial relative increase in agri- 
cultural wages must therefore have taken place 
since 1947. There is much evidence, however, that 
the Agricultural Committee of 1942 overrated the 
differences in income level between farming and 
other forms of livelihood. It was found in the 
winter of 1955/56 that, with a normal harvest 
and with the increase in prices in the autumn of 
1955 owing to the failure of the crops, agri- 
culture had obtained approximately the same rela- 
tive rise in wages as the industrial workers since 
the period which the Committee had studied. It 
might be assumed, therefore, that the target set 
up in 1947 in regard to the income level had, on 
the whole, been reached by the time the new 
pricing system was introduced on the 1st Septem- 
ber 1956. 

We have pointed out above that criticism of 
the price regulations in the agricultural field was 
particularly levelled against the total estimates of 
agricultural incomes and costs as being an in- 
adequate and, at times, misleading instrument for 
assessing the situation in regard to agricultural 
incomes. The annual negotiations on agricultural 
prices and the subsequent debate in the Riksdag 
involved making politics out of agricultural issues, 
which surely no-one considered desirable. More- 
over, through their effect on food prices the agri- 
cultural agreements were made an excuse for de- 
manding wage increases for the benefit of both 
industrial workers and salaried employees. The 
approach to the goal of agricultural policy — 
equality of income — which an agreement in- 


volving higher incomes for farmers usually en- — 


tailed, became increasingly difficult to reconcile 


with the general economic policy, the principal — 


aim of which was to stabilize the value of money. 
It was not of very much consequence that a ten 
per cent. rise in income earned from agriculture 
actually meant no more than scarcely a single per 
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cent. increase in the cost of living — possibly 
11/2 per cent. if one takes into account the 
widening of the trade margins, which can hardly 
be avoided when the prices of raw materials are 
raised. The effects were mainly of a psychological 
nature. Moreover, there was the desirability of 
adapting as far as possible the Swedish system 
of pricing farm products to the principles under- 
lying the GATT agreement. 


The new system means rapid adjustment to 
world prices 


The new pricing system, which became de- 
finitely established by a decision passed by the 
Riksdag in May 1956, seeks to avoid these diffi- 
culties and at the same time to effect a more 
direct adjustment of the domestic prices of agri- 
cultural products to the international price level. 
The price structure is, briefly, as follows: 

After certain periods, for the first time after 
three years, the agricultural population’s income 
level is re-examined in the light of bookkeeping 
accounts, assessment figures and consumption 
data. At the same time the previously mentioned 
industrial workers’ yearly incomes are investigated. 
At the beginning of a new contractual period the 
prices are to be so fixed that, when the harvest is 
normal, basic farming will yield the farmer the 
same income from work as that of the industrial 
worker. The prices required for this purpose are 
called median prices. With a knowledge of world 
market prices ruling at the same period it is easy 
to calculate how high the import duties will have 
to be. Only in exceptional cases, however, will they 
be allowed to exceed 25 per cent. of the import 
price. These import duties will then remain con- 
stant so long as the domestic price, for reasons 
other than that the Swedish production is in ex- 
cess of the home consumption, does not exceed 
or fall below the so-called price limits, which have 
been fixed in advance to lie between 10 and 15 
per cent. on either side of the median price. As- 
sume that the latter is 40 kronor per deciton and 
that the price limit is fixed at + 10 per cent. 
Then, so long as the price ranges between 36 and 
4 kronor, no change will be made in the import 
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duties. All Customs tariffs on food have been 
abolished. Imports are free and may be effected 
by anyone who pays import duties and the duties 
which at the date of import the Swedish pro- 
ducers have to pay. Such duties are levied with 
Government sanction at a certain maximum 
amount and are paid into adjustment funds to 
be used in the first place for covering losses 
on any exported produce. The upper and lower 
price limits are intended to protect the consumer 
and the producer respectively from excessive 
fluctuations in prices. Outside these limits the 
State Agricultural Marketing Board may lower 
or raise the import duties or introduce quanti- 
tative controls. In such an event the Government 
Authorities may also, of course, decide to sub- 
sidize imports or exports, as the case may be. 
There are no longer any Government-guaranteed 
prices nor any annual price negotiations. For the 
world market price has an immediate impact on 
the domestic price level. The farmers must take 
whatever prices they can, and no special con- 
trol of prices is exercised so long as they keep 
within the prescribed limits. During the period 
of the agreement the farmers may retain the profits 
they derive from rationalization. If they can bring 
efficiency into their farming as rapidly as indus- 
try and trade in general have done, then, provided 
prices abroad remain stable, the farmers’ own in- 
comes from work can rise, approximately keeping 
pace with those of industrial workers and salaried 
employees. If the process of rationalization is 
slower, then prices may be expected to be higher 
during the next contractual period; if it is more 
rapid, some portion of the benefit may accrue to 
the consumer in the form of lower prices, though 
not until a new contractual period begins. 

A pricing system of this kind seems to possess 
a number of merits, but it must presuppose that 
the price level on the world market at the begin- 
ning of the contractual period is more or less 
normal and that at the same time the price ratios 
between different products are not too extreme. 
For the price limits are as an average 12 per cent. 
on either side of the median prices. A general fall 
of 12 per cent. in the prices of all products would 
mean a 20 per cent. reduction of income for agri- 
culture as a whole, perhaps for a couple of years. 
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The consumers would be equally reluctant to face 
the risk of such heavy increases in prices should 
the market develop in that direction. And so a 
ceiling rule has been introduced (the 6 per cent. 
rule), the gist of which is, briefly, that a persistent 
rise or fall in average prices exceeding 6 per cent. 
will provoke fresh regulatory measures. 

The serious deterioration in the value of money 
‘that has been going on for a long sequence of 
years is hardly likely to be entirely checked dur- 
ing the coming 3-year period. A special index 
clause, the so-called 5 per cent. rule, implies that 
all price limits and import duties shall be adjusted 
by the same relative amounts as the Social Wel- 
fare Board’s consumer price index if the change 
therein since the beginning of the contractual 
period or after the latest index adjustment 
amounts to at least 5 per cent. The effectiveness 
of the protection afforded by this rule depends on 
whether the inflationary movement is more rapid 
in Sweden than in the food-exporting countries 
and how close to the price limits the prices will 
be when the rule is applied. Under a general 
international inflation it affords fairly complete 
protection. Should the value of the Swedish cur- 
rency change, negotiations are to be taken up with 
a view to adjusting the protection given by the 
limiting rule. 


The advantages of the new system 


Dumping is a common phenomenon on the 
international market for agricultural products. By 
the time the system starts functioning the amount 
of import protection afforded to most products 
will have been weighted in reference to certain of 
the more important specifically indicated quo- 
tations, e.g. for butter, the Danish export price 
to England, for bacon, the Danish bacon quotation 
in London, for wheat, the quotations on the Liver- 
pool Exchange for certain qualities comparable to 
Swedish wheat, and also the quotation for Red 
Winter II c.i.f. North Sea Port. If, for instance, 
dumping directed against Sweden is reflected in 
import prices’ falling short of those prevailing at 
the time in the quotations that serve as a basis for 


fixing the import duties, it is considered that in 
principle the necessary counter-measures should 
be taken (e.g. quantitative restrictions) — if, that 
is to say, the imports are expected to affect ad- 
versely the trend of domestic prices. Whether or 
not such is the case is decided by the State Agri- 
cultural Marketing Board. Counter-measures of 
this kind can, of course, be taken even before the 
price has fallen to the lower price limit. 

The system of control in regard to individual 
products differs from the general system de- 
scribed above. The import duties on both oil-cake 
and maize are still on a sliding scale and are im- 
posed, when necessary, in order to check the 
production of livestock. For wheat, rye and 
oil seed the prices are fixed annually in ad- 
vance every autumn in the light of the world- 
market situation, and the sale of Swedish raw 
materials to mills and margarine factories is se- 
cured, if necessary, by imposing on millers the obli- 
gation to mix-in a quota of home-grown grain in 
foreign grain. For potatoes, potato starch and 
sugar beet the import duties are to be gradually 
reduced somewhat year by year. The fact is that, 
as far as these products are concerned, the new 
system is being initiated with relatively high im- 
port duties. Swedish margarine is still kept at a 
high price owing to duties on the raw materials, 
but with the introduction of the new system the 
duty is to be lowered, while at the same time the 
price of butter is expected to fall as a result of 
the lower degree of protection it is now being 
afforded. 

In this context we shall not make any detailed 
comment upon certain transitional regulations laid 
down pending the introduction of a new system 
of economic protection in the event of crop fail- 
ures. 

The new pricing system briefly described here 
is still almost entirely untried. However, it h 
been applied to sugar since the 1st May and ha 
so far entailed some rise in the price of sugar 
Further, the prices of wheat, rye and oil se 
have been fixed in advance. The price of the tw 
first mentioned crops will be 1 kr. 50 Gre high 
than the median prices, this being chiefly due t 
the still very stiff freight market. 

In spite of all the various restrictions and saf 
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measures that surround it, this new price system 
nevertheless implies a definite step towards a 
greater degree of liberalization and will probably 
enable the Swedish agricultural production to 
adjust itself more rapidly to the international 
market than has been the case in the past. Its 
principal advantages are that the farmers’ profits 
derived from rationalization will remain in their 
own hands and that agricultural prices and in- 
comes will no longer be directly bound up with 
the far-reaching annual agreements on the labour 


market. Moreover, the Swedish consumer will 
probably have a larger selection of some kinds of 
foods to choose from than ever before. However, it 
remains to be seen whether the rationalization of 
agriculture will really be able in future, as in the 
past decade, to keep pace with that of industry 
and whether any future increases in food prices 
as a result of higher world-market prices will be 
regarded as less inflationary than those which 
resulted from the annual negotiations on agri- 
cultural prices. 
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THE SWEDISH SUGAR COMPANY AND 
THE NEW AGRICULTURAL POLICY 


BY SVEN L. HAMMARSKIOLD 


The Svenska Sockerfabriks AB, generally 
known as the Sockerbolaget (Swedish Sugar Com- 
pany), is the sole manufacturer of sugar in Sweden 
and bases its production on the sugar beet culti- 
vation in the southern parts of Sweden. 

The belief, which seems to be not uncommon, 
that the Sockerbolaget is a State-owned enterprise 
comparable with the tobacco or liquor monopolies 
is incorrect. The Government does not own any 
shares in the Sockerbolaget; nor does it appoint 
any member to the board of the company or 
take part in the auditing of the accounts. It is, 
however, true that from the beginning of the 
Second World War up to April 30, 1956 — that 
is to say for a period of nearly 17 years — the 
Government exercised considerable influence over 
the company in another way. This arose from 
the fact that every year the Government negotiated 
with the sugar-beet growers and the industry con- 
cerning the price of their respective efforts — the 
production of sugar-beet and its conversion into 
sugar. Thus the Government was a party in 
agreements affecting the cost aspect of sugar pro- 
duction. Moreover, the Government fixed the 
company’s selling price for sugar. Imports of 
sugar were controlled by the Government and 
prices ruling abroad were therefore not directly 
reflected in the price charged in Sweden. 

As from May of this year a considerable change 
has been made in this system. Sugar may now be 
freely imported into Sweden if the importer pays 
a certain import duty fixed by the Government. 
The system is the same as that which came into 
force this September, as the result of a decision 
of the Riksdag last spring, for agricultural prod- 
ucts in general, and the regulations are to apply 
for an initial period of three years. For the first 
of these three years the import duty for con- 


sumption sugar is fixed at 32 Ore per kilogram 
and is to fall half an Gre for the second year and 
by a further half Ore for the third year. 

Furthermore the new conditions for sugar pro- 
duction involve certain problems of a rather spe- 
cial nature which may be of some interest and will 
therefore be described here. Parallel with this, 
something will be said about certain basic figures 
concerning the consumption of sugar and syrup, 
the supply of raw materials through sugar-beet 
and imported raw sugar and the manufacturing 
capacity and financial development of the Socker- 
bolaget. 


Consumption of sugar and syrup 


As reflected in the average sales figures, the — 
annual consumption of sugar and syrup in Sweden 
is shown by the following figures: 

Consumption per inhabitant, sugar. ....... 41.7 kg 
> > > » syrup (sugar value) . . 2.3 » 
g, AOL oc teen gene 44.0 kg. 


> » > 


The above figures cover all sales including sugar 
supplied to industry. 
Total consumption, sugar. ©... 5... 45% 300,000 tons 
» syrup (sugar value) .» 17,000) 2 
oy ROD Sn a Ti ie ee ee 317,C0O0 >» 


> > 


> > 


After the abolition in September 1949 of the 
sugar rationing introduced during the War it is 
not possible to discern any trend in the annual 
sales which indicates a definite increase or de- 
crease of consumption. It might perhaps have been | 
expected that the rise in the real incomes of the 
population would have resulted in a definite in- 
crease in the demand for sugar. Against this, how- 
ever, one may probably set a decrease in demand 
due to a change of habits in a large section of 
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the consumers. Nevertheless, a certain change may 
be noted from one year to another. This does not 
amount to more than 5 per cent., or 15,000 tons, 
above or below the average and seems to be 
attributable mainly to the so-called “preserving 
season” during the period July—September. In 
years when there is a particularly plentiful supply 
of berries and fruit the bulge in the generally 
even sales curve caused by the preserving season 
is bigger than usual. In recent times a reduction 
of sales can also be noted and this is certainly to 
be ascribed to a reduction of retail stocks owing 
to credit restrictions and the higher interest level. 

As regards lump sugar, consumption in Sweden 
is of a special character. Of the country’s total 
sugar consumption not less than 23 per cent. or 
70,000 tons is accounted for by this type of sugar, 
whereas in other parts of Europe — with the ex- 
ception of Finland and Belgium — and in the 
U.S. A. lump-sugar consumption does not exceed 
5 per cent. of the total. Lump sugar is manu- 
factured in refineries from the best sugar liquid, 
the ‘‘cream” of the liquid. It is put on sale in two 
qualities, pressed and cast, adant sugar, the latter 
one being regarded as the company’s finest 
product. 

The proportion of packaged sugar in the total 
sales shows a strong increase, which is probably 
attributable to the spread of self-service shops and 
retail-trade rationalization in general. No less than 
45 per cent. of the annual consumption or indeed, 
if sugar going to industry is excluded from the 
calculation, above 50 per cent. is now packaged 
in bags or cartons at the sugar factories. 

In the new situation created by the freeing of 
sugar imports, the Sockerbolaget is subject to 
competition from abroad for the first time since 
1931. The company’s aim must therefore be to 
try to keep as much as possible of the market 
by offering good products at competitive prices. 


Sugar-beet cultivation and other sources 


of raw material 

_ The import duty for sugar as from May 1, 
1956, which as mentioned above amounts to 32 Ore 
per kilogram of consumption sugar, was decided 
on the basis of exhaustive calculations. Estimates 


4 


were made of how much a kilogram of granulated 
sugar would cost at a given price for sugar-beets 
and assuming a certain payment to the industry 
for its manufacturing costs. This price for granu- 
lated sugar, the so-called “‘median’’ price, ‘was 
fixed at go Ore per kilogram after deducting 1 per 
cent. cash discount. After this the import duty 
was determined as the difference between the 
estimated necessary sugar price and the price — 
calculated at 58 ore per kilogram c.1.f. — at which 
granulated sugar could be expected to be imported. 
Parenthetically it may be said that the fixing of 
the import duty, like the selection of the basic 
data, was the subject of long and very difficult 
negotiations between the parties concerned, viz. 
the Government, represented by the State Agri- 
cultural Marketing Board on the one hand and 
the Central Association of Swedish Sugar-Beet 
Cultivators and the Sockerbolaget on the other. 

In these negotiations the question of the sugar- 
beet area to which the protection through import 
duty should be related was of vital importance. 
The size of the area decides the quantity of sugar- 
beets and thereby the proportion of the country’s 
sugar supply which it is estimated should be based 
on Swedish raw materials. The fixing of the area 
also in the long run determines the productive 
capacity which the industry has to maintain and 
thereby the extent of the company’s plants and 
organization. The result of the negotiations in 
this respect was that the area of beet cultivation 
as a basis for calculating the required import duty 
was placed at 50,560 hectares, of which 45,000 
hectares were in Skane with adjacent portions of 
Blekinge and Halland and 5,560 hectares on the 
islands of Oland and Gotland. The extent of the 
area was mainly conditioned by considerations of 
preparedness for emergencies and constitutes, as 
far as the islands are concerned, the average of 
the last five years, while that for Skane, Ble- 
kinge and Halland is somewhat less than the 
average. Subject to a certain margin the area has 
also been fixed as the annual maximum cultivation 
area during the three-year period. 

In a normal harvest a beet cultivation of 50,560 
hectares yields about 1.7 millions tons of beets, 
from which about 250,000 tons of consumers’ 
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sugar can be produced. In view of the fact that, 
as mentioned above, 317,000 tons of beet are re- 
quired to supply the country with sugar and 
syrup, imports will in normal circumstances have 
to amount to about 67,000 tons or 21 per cent. of 
the whole supply. These imports can take the form 
of raw sugar which is refined in Sweden or of 
finished consumers’ sugar. While the Sockerbola- 
get has entirely adapted its capacity to the fixed 
area by closing down factories and concentrating 
its production, a certain capacity is reserved for 
refining raw sugar from abroad. In so far as 
domestic beet cultivation and the estimated small 
quantity of sugar-beet from Denmark do not suf- 
fice the company will therefore try to make up its 
supplies by refining imported raw sugar. 

However, the Sockerbolaget has to pay import 
duty on the foreign raw sugar which it imports. 
This is 8 Ore lower than the duty for refined 
sugar, and thus amounts to 24 6re a kilogram 
during the first of the three years (equivalent to 
26 ore for consumers’ sugar). The import duty 
will therefore mean a perceptible increase in the 
cost of imported raw sugar and this will make it 
more profitable for the company to manufacture 
consumers’ sugar from sugar beet than from im- 
ported raw sugar. The first concern of the com- 
pany will therefore be to provide itself with raw 
‘material in the form of sugar-beet, that is to say 
it will try to attain the fixed area of 50,560 
hectares. 

In the calculation of the import duty, the com- 
pany estimated its costs for manufacturing on the 
basis of the exact capacity necessary for the fac- 
tories in order to process the volume of beets 
corresponding to the normal yield from the fixed 
area, and the company has adapted its capacity 
to this. Normally, therefore, the company does 
not possess factory capacity enough for a larger 
area. If, however, owing to good harvests the 
quantity of beets should be larger than normal, 
the capacity can be increased by prolonging the 
working season accordingly. Owing to the cir- 
cumstances just stated, however, the area agreed 
on by beet cultivators must be subject to a quota, 
if — subject to a certain small margin of tolerance 
— it should in any year be larger than that fixed. 


The volume of sugar-beet cultivation is, how- 
ever, mainly determined by the price the culti- 
vators get for their beets. Most of this price, 
which was estimated and later fixed for this year 
at Kr. 7.35 per 100 kilograms of beet with 16 per 
cent. sugar content, has to be paid by the Socker- 
bolaget, but part comes from a so-called “‘stabili- 
sation fund for sugar” which is administered by 
the State Agricultural Marketing Board. Into this 
fund are paid all import duties on consumers’ 
sugar, Syrup, raw sugar and sugar beet. At the 
above-mentioned “‘median price” for sugar — 90 
ore per kg of granulated sugar — the company’s 
share of the beet price has been fixed at Kr. 6.46 
per 100 kilograms of beet and therefore the re- 
maining part of the beet cultivators’ price, Kr. 
0.89, comes from the fund, The company’s share 
of the beet price constitutes a very considerable 
proportion of the total production cost of Swedish 
sugar; it amounts to more than 50 per cent. 
Owing to this and to the fact that the company 
cannot economically produce sugar from imported 
raw sugar and is therefore forced to rely mainly 
on domestic sugar beet for its raw material, the 
amount of this proportion is naturally of the ut- 
most importance for the company. The proportion 
has therefore been made variable with the com- 
pany’s selling price and in this way changes with 
the price of sugar abroad. This means that the 
beet cultivators have to bear about half of the 
loss of receipts which arises for the company 
when the foreign price, and with it the company’s 
selling price, falls; but on the other hand they 
receive a corresponding rise when the price in- 
creases. The contribution from the stabilisation 
fund forms the “‘top layer” of the beet price and 
determines how high this price finally becomes. 
The ability of the State Agricultural Marketing 
Board to give contributions from the stabilisation 
fund depends on the size of imports and impo 
duties. A certain initial amount has, however, 
been transferred to the fund. 

The essential dependence of the Sockerbol 
on a single source of raw materials, sugar bee 
and secondly its dependence on the well or, 
corps of beet cultivators have led to a ce 
special provision being made. In the sugar ind 
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try, costs for capacity, production preparedness 
and organization — that is to sav fixed costs — 
weigh heavily in the scale of costs. It is true that 
if the sugar beet area and sugar beet volume to 
which the protection granted is related should fall 
substantially in any vear, the company can import 
raw sugar in order to expand its manufacturing 
and sales volume. For reasons which have already 
been mentioned, however, manufacturing consum- 
ers’ sugar from foreign raw sugar is not nearly 
as profitable as manufacturing sugar from do- 
mestic beets and it can therefore only contribute 
to a small extent towards covering the fixed costs. 
it has therefore been agreed that if the beet area 
falls below 48,000 hectares the Sockerbolaget may 
receive from the above-mentioned stabilisation 
fund a certain agreed part of the amount by which 
it fails to cover its costs. An additional justifi- 
cation suggested for this is the fact that the com- 
pany has no influence over the final beet price, 
that is to say over the factor which ultimately 
determines the extent of cultivation. As men- 
tioned aboye, the “top layer’ of the beet price 
consists of the contribution which the control fund 
chooses to allow. 


Profits and financial development of 
the Sockerbolaget in recent years 


According to the annual reports the profits of 
the Sockerbolaget during the last six years have 
been as follows: 

1950 1951 1952 1953 1954 1955 
[5x /52 /53 /54 155 /56 


SOSA Sanson: 9.3) 7-5 
Avira Te ea O28. ON , 16.2 
3.50 3.50 3.50 5.00 4.50 4.50 


Annual profit, mill. kr. . 
Dividend, mill. kr. . . . 
Divid nd per share, kr. 


When considering the profits during different 
years it is of course important to know whether 
the depreciations on the company’s fixed assets 
have been sufficient, whether satisfactory ap- 
propriations have been made for pension purposes 
and whether adequate reserves have been created 
in stocks. The following figures may serve to 
illustrate these points : 


1950 1951 1952 1953 1954 1955 
[sx [52 /53 /54 1/55 156 
Depreciation and fixed 
PISS le SG Gap ple imomero TO 2 Tt 
Depreciation, mill. kr. 
Book value, 2 eet 68. 68 66. 68 
Fire insurance 
value, mill. kr. . . . 280 337 409 389 390 381 
Book value as Y% of fire 
insurance value... Sommer, Ie 7 tS 
Appropriations to pension 
foundation 
Appropriation, mill. kr. —_-_ = 
Amount per employee in 
pension funds, kr. . . 1,442 1,538 2,532 3,702 5,228 7,282 


3:50 4.2 (6:0) 6.2 


As far as inventory reserves are concerned, it 
can only be stated here that these may also be 
regarded as satisfactory. 

The financial development of the company dur- 
ing recent years has been characterized by in- 
creased self-financing and a marked improvement 
of liquidity. The principal reasons for this are 
the gradual reduction of the very heavy stocking 
of sugar which has taken place and the drastic 
rationalization of structure which has been going 
on since 1947 and has resulted in the closing 
down to date of no fewer than nine of the 26 
establishments previously operated by the com- 
pany. The company’s own capital, which according 
to the final accounts for 1950/51 constituted 58 
per cent. of the balance sheet total, has increased 
to 70 per cent. for the last financial year. The 
development is illustrated by the following table : 


1950 1951 1952 1953 1954 1955 


[5x /52 153 /54 /55 [56 
Own capital, mill. kr. . . 125 125 125 130 133 144 
Sundry ‘debts >" Spaces Suest 90. 97 6h Gr 


Balance sheet total, mill kr. 216 256 215 207 194 205 

According to the final accounts for 1950/51, 
liquid assets such as bank assets and customers’ 
debts etc. did not cover the short-term liabilities, 
whereas at the end of the last financial year they 
exceeded them with 58 million kronor to spare. 
However, the liquidity of the company varies 
greatly during the year, owing to the highly 
seasonal character of the company’s activities. This 
is shown by the following diagram showing cash 
in hand and at bank and in the postal cheque 
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Net balance of cash and funds at banks at the 
Postal Cheque Account Service at the end of each 
month 1952) 531955156. 

Million Kr. 


—20 


40 


—60 


—80 


—100 


service for each month during the last four years. 
The diagram also shows the marked improvement 
of liquidity during these years. 


The outlook for the future 


As mentioned above, the importation of sugar 
has been free since May 1, 1956, and gradually 
diminishing import duties have been fixed for 
the next three years. Therefore, the ability of 
the Sockerbolaget to carry on its work profitably 
will depend, as far as receipts are concerned, 
primarily on the trend of the price of sugar 
abroad, which will also determine the domestic 
price. At present it is impossible to predict this 
price trend with any certainty. However, since the 
ist of May the foreign market has been mainly 
firm, with a slight rise of price as a result. 

The receipts of the company will naturally also 
depend on the extent to which the home market 


can be kept in competition with importers. So 
far imports have been small, but the period which 
has elapsed since the freeing of imports is too 
short to provide a basis for judging future trends. 
The quality of the Sockerbolaget’s products, 
which have for so many years been produced with 
the special requirements of Swedish consumers 
in view, seems, however, to justify a certain 
optimism on the part of the company as to this 
point. 

Regarding the manufacturing costs of the com- 
pany, it may be mentioned that a very important 
factor in the attempts to keep these down is the © 
rationalization of structure which has been in 
progress during recent years. This is still going on 
and involves not only the concentration of pro- 
duction by closing down redundant units but also 
the rebuilding of certain works which are changing 
over from raw-sugar manufacture to direct pro- 
duction of consumers’ sugar. No less than four 
raw-sugar works are at present being recon- 
structed in this way. The reduction in costs which 
this intensive rationalization is bringing is, how- 
ever, at once expressed in and offset by the re- 
duction of the import duties for the second and 
third years which is provided for in the new 
price-fixing system. 

It was stated above that Swedish sugar beets 
constitute the most profitable raw material for 
the industry. This year the company has practically 
achieved the fixed area and is thereby assured 
the greatest possible quantity of this raw material. — 
The prospects of a good harvest with a high 
yield per hectare also appear relatively good at 
the time of writing. However, the weather con- 
ditions from now on to the lifting of the beets in 
the autumn as well as during the lifting period 
itself, are of particular importance for the results 
which can be achieved in a branch of production 
so highly dependent on the elements as the sugar 
industry. 


QUARTERLY REVIEW. OCTOBER 1956 131 


PENSION FUNDS AND THE RISE IN 
PRODUCTION 


BY EINAR HUSS, D.SC. 


In a number of countries, investment of pension 
funds has formed an important element in the 
recent development of the capital market. Pension 
funds have long been one of the large invest- 
ment items on the bond market, but now there is 
an increasing or still tentative disposition to invest 
such money in shares and other forms of real 
value, with a view to securing a better return and 
guarding against possible losses arising from a fall 
in the value of money. 

The discussion which has been carried on in 
Sweden concerning a project for compulsory 
pension insurance has clearly shown that the 
apparently technical problem of investing the 
pension capital is not in fact merely a matter for 
insurance experts and financiers but is something 
which directly and in a high degree concerns all 
citizens. The lay point of view on these questions 
should be that the methods used to finance the 
scheme must not jeopardize the value of money 
and that any funds should be used in such a way 
that they promote an expansion and rationalization 
of production. After all, the task of supporting 
the future pensioners who now make up the work- 
ing population will be one for our descendants 
and we can only ease this task for them by hand- 
ling down to the coming generation an improved 
productive apparatus. 

In this case, as so often in the past, the lay 
point of view happens to constitute the best di- 
rective for the experts. It is also, as indicated 
above, in tune with ruling tendencies abroad. In 
Sweden it has in recent years caused pension 
funds amounting to something like two or three 
thousand million kronor to be retained in business 
enterprises and thus become available for ex- 
pansion of production. Moreover, the new Swed- 
ish Act on insurance business opens the possibility 
for firms who insure employees’ pensions to ob- 
tain exemption from the strict regulations govern- 
ing the investment of their assets. In view of the 


fact that if the proposed compulsory pension 
insurance scheme materializes we may be faced 
with the prospect of a fund of record dimensions 
in Swedish experience, it is of extreme importance 
that these more liberal methods of investment 
may be employed for the new fund. 

Fears that a fund will be destroyed as a result 
of the fall in the value of money may lead us to 
ask whether it would be possible to avoid forming 
a fund at all — to meet the pension payments 
out of current income. This, however, would be 
falling from the frying pan into the fire. What 
would be the result of the redistribution of in- 
comes which would follow such a course? There 
would be an increase in the total purchasing 
power of the population and consequently an in- 
crease of consumption. At the same time there 
would be a reduction of savings and consequently 
the rise in production would be slowed down. In 
both cases a strong stimulus would be given to 
inflation, i.e. the very phenomenon whose harm- 
ful effects on pension funds were to be avoided. 
In the discussion concerning the planned pension 
insurance scheme there seems indeed to be agreed 
upon that the formation of a fund for pension 
purposes is indispensable in order to compensate 
for the decline in saving. 

The committee set up to inquire into the ques- 
tion of this pension insurance scheme has recom- 
mended that part of the premiums paid up to the 
time when the scheme enters into full force in 
1980 shall be used to form a fund the yield on 
which would subsequently help to carry the cost 
of the pension payments. At the present value 
of money the fund in its final form would amount 
to Kr. 13,000 or Kr. 18,000 million, according to 
whether the average income of the insured per- 
sons during the preceding period had remained 
unchanged or had risen by 3 per cent. a year. By 
way of comparison it may be mentioned that the 
market value of Swedish industrial shares quoted 
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on the Stock Exchange is now less than Kr. 7,000 
million and that even this figure contains a con- 
siderable element of double reckoning inasmuch 
as a number of companies hold shares in other 
companies. Thus the projected fund would be 
immensely large and the effect of unsuitable 
methods for its investment would therefore be 
very serious. 

However, if the lay point of view is correct, 
the committee referred to above has proposed a 
method of investment which is unsuitable. Follow- 
ing the investment rules for the life insurance 
companies’, it has recommended that at least two- 
thirds of the fund shall be invested in loans to 
the Government, the municipalities and the mort- 
gage banks, i.e. what is usually called the public 
sector, while only the remaining one-third of the 
fund can be invested more freely, though with the 
exception that investment in shares is not per- 
mitted “in view of the relatively limited scope of 
the Swedish share market”. Among other things, 
this investment program means that the insurance 
will unnecessarily be rendered more expensive, 
and that capital will be channeled off from busi- 
ness enterprises to the public sector instead of 
being used for financing an expansion of pro- 
duction. It will also mean that the fund is invested 
in securities which are particularly liable to fall 
in value in the case of inflation. It is strange 
that these circumstances have not been made clear 
in the discussion concerning the question, and 
that a central fund for pension purposes is still 
being recommended (and has indeed recently 
been partly put into effect) without the harmful 
effects having been noticed. The statements made 
above can, however, be easily verified. 

Since the proposed fund is to be invested in the 
above-mentioned types of securities, its rate of 
revenue has been fixed at 3 per cent. Let us 
assume for the purpose of a numerical example 
that the total contributions of business enterprises 
to the fund would be of the order of Kr. 15,000 
million. If the enterprises themselves were to be 
allowed to administer these funds they would meet 
their responsibility for their share of the insurance 
payments of the fund by paying into the pension 
organization 3 per cent. interest on Kr. 15,000 
million, 7.e. 450 millions a year. If, on the other 
hand, they had to transfer the whole of their 


pension capital to the central fund administration 
and were compelled to borrow an equivalent 
amount in the general market, the rate of interest 
on the loan would be at least 5 per cent. or Kr. 
750 million a year. Thus, business enterprises 
would have to bear an extra expenditure for 
interest of Kr. 300 million a year and this would 
not go to support the pensioners ; from their point 
of view it would merely be money running to 
waste. This uneconomic state of affairs is charac- 
teristic of any central fund administration which 
aims at transferring capital from business enter- 
prises for investment in the public sector. 

If, however, enterprises are compelled to use a 
large portion of their future saving for invest- 
ments in the public sector it will be impossible for 
them to borrow an equally large amount in the 
general market. A very considerable part of the 
savings which flow to insurance institutions, be- 
nevolent societies, commercial banks and other 
monetary institutions is channeled into the public 
sector, owing partly to laws and regulations and 
partly to the established practice of these insti- 
tutions. If it was sought to divert this capital to 
the business sector instead it would mean a direct 
reversal of market conditions, a step which could 
not be improvized at short notice. It would mean 
expending a great deal of time and energy to 
put the community’s arrangements in this field 
out of action merely for the temporary require- 
ments of other capital dispositions — require- 
ments which would exist for about 20 years and 
afterwards cease. As this cannot reasonably be 
contemplated institutional saving will still be very” 
largely channeled off to the public sector while 
at the same time the projected pension fund will 
give this sector further proceeds of saving. As 
the formation of the new fund is planned to 
have the same dimensions as the whole present 
borrowing of the public sector, this sector will 
obviously be over-supplied with capital. Rates of 
interest on loans will be pressed down consider 


will be deprived of capital which will only 
obtainable from other sections of the credit a 
capital market in small amounts and at increased 
rates of interest. The distortion of the capital 
market arising from this would be a counterpart 
to what was imminent during the 1920’s as a resul 


| 


| 
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of the building up of the present old age pension 
fund and which in 1929 led the Government to 
discontinue further appropriations to this fund. 

The reason for this distortion of the market 
situation can logically only be that the expenditure 
of the State, the municipalities and building 
activity changes comparatively slowly — in spite 
of the increase in expenditure which goes on all 
the time — and that the public sector can only 
with difficulty absorb a continued and very large 
increase in the amount of capital supplied. For 
various reasons, important items in the budgets 
of the Government and local government author- 
ities, such as military expenditure and interest on 
debts, fluctuate comparatively little in normal 
times. Expenditure on schools and hospitals etc. 
and on house-building is affected primarily by 
the growth of the population, but this is com- 
paratively slow. Building activity is also forced 
up by the general demand for higher housing 
standards and by migrations of the population, 
but on the other hand it is restrained by the 
limited supply of man-power. In addition, the 
national budget contains large subsidies of differ- 
ent kinds, but it appears that it is not the present 
policy that these subsidies should be further in- 
creased and so they will not call for increased 
borrowing. Last but not least, it should be borne 
in mind that the general increase in incomes which 
is expected will probably increase the receipts of 
the central and local governments more rapidly 
than their expenditure. 

Last year an English economist, Alan T. Pea- 
cock, drew attention to the “laws” underlying the 
growth of British central and local government 
expenditure financed out of taxes. His forecast 
concerning conditions in Britain is based on the 


_ presumption that present standards of service were 


to continue and it has given the result that public 
expenditure will rise by 9.5 per cent. during the 
26 years 1953—79, corresponding to an annual 
increase of a little over 1/3 per cent. With a 
probable overall rise of incomes by 2 per cent. a 
year, incomes, and consequently income tax also, 
would increase by 67 per cent. during the 26-year 
period. Apart from the fact that these calculations 


are based on assumptions which are to some ex- 
tent arbitrary, their results cannot be fully repre- 


tative for Swedish conditions. Undoubtedly, 


however, this calculation throws light on a factor 
in the future trend which is too little regarded in 
discussions in this country. 

In Sweden it is usual to forecast that incomes 
will rise 2 to 3 per cent. a year, which will auto- 
matically result in a similar increase of income 
tax if taxation remains unchanged. Central and 
local government expenditure should not increase 
at anything like that rate, and consequently the 
public authorities will be in such a strong fi- 
nancial position that in any case loan requirements 
will be reduced instead of increasing. If this glut 
of capital in the public sector were increased by 
the accession of the money from the projected 
fund, the harmful effects for the community 
which would thereby arise would probably mean 
that appropriations to the fund would have to be 
suspended in the same way as happened in 1929. 

We shall not discuss here the inflationary 
effects of the proposed chanelling of capital from 
business enterprises into the public sector nor 
even the proposal that up to one-third of the 
projected fund should be available for freer in- 
vestment, for example in credits to business enter- 
prises. The long and chequered history of the 
commercial-bank legislation shows what an intri- 
cate problem the individual examination of re- 
quests for credit is. To propose, without any 
further inquiry into the matter, that a social in- 
surance organ wood be entrusted with such 
powers, for an amount which is equal to half the 
present advances of the commercial banks can 
hardly be regarded as a serious suggestion. 

On the other hand, it should be carefully noted 
that a fund invested in the manner proposed by 
the committee would have no protection against 
the detrimental effects of a fall in the value of 
money. Unlike the insurance companies the ad- 
ministration of the fund is not allowed to buy 
shares and will probably not be able to make ex- 
tensive purchases of real estate. The assets of 
the fund will therefore almost exclusively consist of 
bonds and other instruments of debt redeemable 
at a fixed value. Neither can the fund like the 
funds of insurance companies be gradually re- 
newed by continued income receipts and capital dis- 
bursements. It will remain unchanged at its no- 
minal maximum value once this has been reached. 
The same thing has already happened with the 
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old age pension fund, which has stood at Kr. 787 
milllion ever since 1929. Of this fund, 2 per cent. 
is invested in shares and real estate and the re- 
maining 98 per cent. in securities fixed in regard 
to interest as well as redeemable value. During 
the past 27 years the cost of living has more than 
doubled and consequently the old age pension 
fund has now less than half its real value in 
1929. If the projected fund is invested in the way 
proposed by the committee it will be no more 
capable of preserving its real value than the old 
one. 

From the above notes it thus appears that the 
proposal for a central administration of the 
planned pension fund is not in harmony with 
common interests of the nation. The alternative 
method, that of retaining the pension moneys in 
the businesses concerned, offers a better organiza- 
tion of the pension scheme and can help to finance 
new investments for the great rise in production 
which is generally expected. Nor is this method 
unproved. At the end of 1954 the estimated total 
value of the property held by company pension 
funds, which to a large extent have their capital 
invested in the firms concerned, was Kr. 2,600 
million. This amount was of about the same order 
of magnitude as the funds of the central society 
for insuring employees’ pensions (the ‘““SPP”) at 
the same time, viz. Kr. 2,800 million, and since the 
date in question a considerable capital formation 
has taken place in both cases. The circumstances 
in the Swedish commercial banks may be of spe- 
cial interest to readers of this Quarterly. Twenty 
years ago the pension funds in this branch of 
business were almost negligible. At the end of 
1955, however, they amounted to at least Kr. 470 
million or nearly 40 per cent. of the visible capital 
of the banks, a figure which can hardly be sur- 
passed in any other branch of business activity. 
Of this pension capital Kr. 340—350 million re- 
main invested in the business of the banks. In 
the case of 51 mainly industrial enterprises whose 
shares are quoted on the Stock Exchange the total 
own capital of the companies at the end of 1954 
amounted to Kr. 4,062 million and the pension 
funds to Kr. 643 million. As a percentage of all 
liabilities, the firms’ own capital was 55 per cent., 
but if the pension funds are included it was over 
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63 per cent. In this way, outside indebtedness had 
been kept within the figure of 40 per cent. of all 
liabilities which was traditional before the War. 
It is not realistic to suppose that any substantial 
part of the pension capital of the firms could 
easily be transferred to a public administration of 
the fund, for such a transfer of capital cannot be 
affected merely by bookkeeping measures but re- 
quires that assets should be realized or credits 
sought in a capital market which in such a situ- 
ation would be specially tight. The trend of events 
has shown how important it is that the pension 
funds should remain in the firms for the ex- 
pansion of the productive apparatus, for con- 
solidating pension indebtedness and for preventing 
the firms from becoming too dependent on out- 
side capital. In a democratic community such a 
development should be equally attractive to senti- 
ment as to reason. 

In actual fact probably no one could deny that 
the retention of the pension funds within the 
businesses is the correct method of administration 
from an economic point of view. Indeed it is from 
entirely different viewpoints that attempts have 
been made to cast suspicion on the idea of in- 
vesting the pension capital with the firms con- 
cerned. In some quarters it has thus been asserted 
that the pensions will be less safe if they are 
payable by a private insurance scheme than if they 
came from a governmental one. The critics are 
concerned with security against the loss of value 
of pensions owing to a decline in the value of 
money or to the possible insolvency of enterprises 
administering pension funds. The desired security, 
however, can only be gained by an undertaking to — 
the pensioners. This undertaking could of course, 
be given by the State, but equally well it could 
be given by a collective organ representing all 
business enterprises or large groups of them. Col- 
lective arrangements of this general type already 
exist and others are proposed, the question of 
guarantees for the persistent value of the pensions 
having been examined. It may therefore be hoped 
that the solution of this special problem will not 
prejudice the consideration of the economically 
very important question of the administration of 
pension capital. 
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THE ECONOMIC SITUATION 


General characteristics 


An analysis of the more important indicators 
of the business situation gives a general im- 
pression of the inflationary impact on our econo- 
my haying further diminished somewhat during 
the summer and the developments in particularly 
the foreign trade sector and on the credit market 
give some indication of such a tendency being 
afoot. The increase in the import surplus, which 
during the first months of the year was rather 
steep, has shown a slowing-down tendency during 
the summer giving as a result that the import sur- 
plus for the first eight months of the year was 
slightly less than that for the same period last 
year. On the credit market we find some decline 
in the demand for credit, and the commercial 
banks have been successful in their endeavours to 
cut their loan business to the extent laid down by 
the Riksbank last April. The price level has so 
far been relatively stable and the terms of trade 
have not undergone any change worth mentioning. 
The picture presented by the business trend 
is, however, still diffused and includes strongly 
expansive factors, not least the continued increase 
in public expenditure. The investment programs 
are competing heavily for the amount of saving 
now available. In the public sector a rather trouble- 
some and partly growing shortage of housing, 
schools, roads, water-purification plants, etc. tends 
to bring about sharply expanding investment out- 
lays. In the private sector large potential invest- 

ment requirements are held in check by a severely 
| restrictive credit policy in combination with raised 
taxes on company profits and on investment ex- 
-penditure. In addition there is the risk of in- 
flationary impulses from abroad which seem to 
_ have increased recently. In the United States, 
where last spring there was much pessimism as 
to the possibilities of maintaining the level of 
activity, there is now after the end of the steel 

trike decided optimism and once more the threat 


of inflation is seriously discussed. Also other 
countries — Great Britain, Germany, France and 
others — are struggling against the difficulty 
to prevent new price increases. It is, on the other 
hand, evident that the inflationary risks are kept 
in mind almost everywhere and great efforts are 
being made to prevent price rises by utilizing the 
various means of economic policy at hand. 

There is thus reason to reckon with the possi- 
bility that the present state of equilibrium in the 
Swedish economy may later on be disturbed by 
inflationary impulses. From this point of view 
there is perhaps some reason for anxiety in 
respect of the fact that the slowing down of the 
economic activity resulting from the restrictive 
credit and fiscal policy pursued has not been 
sufficient to establish a firm foundation for quiet 
wage developments after the turn of the year. The 
expansion of public expenditure (inclusive of 
housing construction) has probably been an im- 
portant reason for the fact that the overall slow- 
ing down has not been greater in spite of the harsh 
inroads on the economy. 


Favourable development of foreign trade 


In the revised national budget for 1956 it was 
envizaged that Sweden’s terms of trade will de- 
teriorate somewhat while the change in imports 
and exports in terms of volume would be just 
about the same. In this situation it was estimated 
that the balance of current payments for the year 
would show a deficit of Kr. 440 million or slightly 
more than that for 1955. 

The development during the first eight months 
of the year has, however, been more favourable 
than estimated as our terms of trade are just about 
unchanged compared with those of last year. The 
volume of exports has risen by 6 per cent., while 
that of imports has increased by only 4 per cent. 
So far this year the import surplus is thus 
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Foreign Trade. 


(Mill. Kr.) 
Import 
Imports Exports Surplus 
Jan.—Aug. 1950 3740 3 440 300 
> > 1951 6159 5 511 648 
> > 1952 6 106 5 439 667 
> > 1953 5 242 4759 483 
> > 1954 5 848 5 163 683 
> > 1955 6 645 5 650 995 
> i 1956 7279 6 289 990 


slightly less than that for the same period last 
year. Furthermore during the first half of the 
year the net shipping revenues amounted to Kr. 
437 million or about Kr. 60 million more than 
during the same period last year. 

So far, this year’s foreign trade has further- 
more been characterized by considerable changes 
as regards the various groups of goods. The table 
below shows such changes for some important 
types of goods during January—August this year 
compared with the same period last year. 


Imports Change in % 
OR Re atic tomy + 12 
Goal'andicoket™ 20s. oe = 
Tronmand'steel 3) 5 20 
Motor-cars (number) — 8 
SRexUiCoi re cmc lie women — 4 
Machinary (invalue) . . . + 13 

Exports 
Woodigoods)..) man — 5 
LEB ToS Pit ee tech Sey on oy ao sans 
Raperandiboard <= « .-0. ea) 
Tranand steel oe ew + 69 
WRON-OTE) Gee valle Gace sl ee 3 
Machinery '(invalue). . . + 27 


These figures show the favourable trading con- 
ditions of Swedish exports with one exception 
only and that in respect of wood goods where, 
above all, the shipments to Great Britain have 
decreased. Particularly noteworthy is the very 
sharp increases in the exports of iron and steel 
and also of machinery. Besides the favourable 
export conditions, this increase probably reflects 
the slowing down in investment activities which 
very likely was brought about in Sweden as a 
result of the restrictive economic policy. On the 


' Excl. motor-cars and ships 


Foreign Trade with Some Important Countries. 
Jan.—July 1955 and 1956. 
(Mill. Kr.) 
Imports Exports Trade balance 


1955 1956 1955 1956 1955 1956 


Western Germany! 305 1390 614 yo2. 691. —688 
Great Britain. . 796 852 8098 950 +102 + 98 
United States . 577 645 210 288 —367 —357 
Netherlands . . 397 440 283 327 -—1i4” stig 
Norway 9s <2.) Tl 227 §30 472 +359 )-eegn 
Hranctes so) = 536) 272) ego ee ebs 329 = 7 eee 
Belgium... .. 285 951 229 248) #5 Ome ine 
Denmark =~ .). 194, (~205,8 302 299 +108 + 94 
dtalyaeerere erences 173 oom 142 186, = "31 as 
Brazile cee 149 163 96 TIO, «=> 53) 5s 
Switzerland .. 124 124 60 76 — 64 — 48 
Soviet Union. . OLemced 32 72 — 590 — 49 
Pinland «3 25%, (32 39 109 142 + 78 +103 
Venezuela... 69 122 19 34 — 50 — 88 
Union of South 

Africa i ape eels 29 26 72 87 + 43 + 61 


import side a sharp fall in iron and steel imports 
can be noted which first and foremost is probably 
due to a reduction in domestic stocks, but which 
possibly may also have something to do with a 
probable slowing down of the investment activity 
in the private sector. The reduced imports of 
motor-cars shown in the table does not reflect a 
set-back in the expansion of motorism in this 
country. In fact, the registration of passenger cars 
has risen somewhat so far this year as compared 
with the corresponding figure last year owing to 
increased sales of domestically produced cars. It 
seems, however, as if the rate of increase in re- 
spect of car sales has declined slightly. 


Continued increase in public sector investments — 


In respect of the trend of the investments made — 
so far this year there is still too little information 
available for a satisfactory appraisal of the situ- 
ation. Only in respect of investments requiring — 
building permits can some particulars be obtained. _ 
An analysis of the distribution of building permits, — 
granted last year and so far this year, over various © 
sectors of the economy and of the changes since — 
the corresponding period last year is shown in” 
the following table: 
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Building permits issued. 


(Mill. Kr.) 
Change 
Jan.—Dec. Jan.—July 
1954 1954 
Jan.— Dec. Jan.—July Jan.— Dec. Jan.—July 
1955 1956 1955 1956 
Industry Ser .2 178.3 — 46.3 + 8.7 
leader. ns 165.1 96.8 — 126.0 See 
Power plants . . 69.6 25-7 — 89:3) 5 2016 
Agriculture, 
forestry’. . . 35 2.1 a ee + 0.2 
Communication 
services oo ECR 89.8 + 8.9 + 13.8 
Roads, streets. . 276.1 206.6 — 44.4 + 68.7 
Administration, 
social purposes 169.0 124.8 + 3.9 + 49.9 
Schools, com- 
munity centres 243.7 226.3 — 114.2 + 117.7 
Mefence. .. . 97.0 41.7 — 26.9 — 8.4 
1,491.7 992.1 — 430.7. + 265.2 
Housing start 
permits . 1,871.0 1,016.2 + 199.9 + 219.4 
Sum Total 3,362.7 2,008.3 — 230.8 + 484.6 


The table shows that the granting of building 
permits has this year been not inconsiderably 
higher than last year, when there was a sharp 
cut. According to the table the increase in the 
issuance of permits amounts to Kr. 485 million 
or 32 per cent. The major part was, however, 
absorbed by the public sector and housing con- 
struction. There are considerable increases in re- 
spect of administration buildings and buildings 
for social purposes and also schools and community 
centres. In the private sector there is only the 
trade sector which has got a more substantial in- 
crease in the number of building permits after a 
very stiff cut during 1955. Industry, on the other 


Foreign Trade. (Million Kr.) 


(Current 3-months averages.) 


Imports. == — —sexporiac 


hand, has received an almost unchanged amount 
as is shown in the table. 

Housing construction has been at a considerably 
higher level than last year. The housing start 
permits have increased by Kr. 219 million or 28 
per cent. During the first half of this year the 
number of started housing units (in about 300 
municipalities) amounted to nearly 24,000 com- 
pared with not quite 19,000 during the same 
period last year. The number of starts this year 
seems to be materially larger than what was 
envisaged in the national budget. This year’s in- 
crease is, however, to some extent explained by 
the fact that there was a certain amount of 
speeded-up starts just before the mid-year turn 
when the loan limits for buildings financed by 
Government loans were lowered. 

It should perhaps be emphasized that only a 
small part of the total investment activities are 
held in check via the general building control — 
it should also be underlined that this control in 
fact only covers part (about 50 per cent.) of the 
total expenditure on buildings and installations. 
There is still no information on the investments 
of the private sector in machinery, etc., but the 
trend of foreign trade and bank credits indicates 
some slowing down. From this follows that the 
development in the field of building permits can- 
not be taken as an indication of the total invest- 
ment trend. The extensive industrial development 
plans discussed at the beginning of the year have 
in all likelihood been pared down. The fact that 
— in spite of this — there is in industry and trade 


Wholesale Price Index of the Board of Trade. 
(1935 = 100.) 


General Index. 


— —— — Import Prices, 
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1953 1955 
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still a marked wish to make capital investments 
is shown by the statistics of turned down appli- 
cations for building permits; during the first 
seven months of the year about one-third (in 
terms of value) were refused in these sectors, 
To judge from the particulars given above the 
investment expenditure of the public sector seems 
to show a marked upward trend, and the spe- 
cialization of investment here pointed out above 
is no new development this year. For many years 
now the economic policy has consciously been 
aimed at allowing public investments to increase 
at a faster rate than private investments.t A con- 
sequence of this specialization of investment has 
i.a. been a relatively slower increase in industrial 
production. During the first half of the year 
industrial production has on an average been only 
2 per cent. higher than during the same period 
last year. This low figure is to some extent due 
to a sharp decline in the production of the forest 
industry, but even quite apart from this the in- 
crease in production seems to be remarkably low. 


The Credit Market 


During the first eight months of the year the 
liquidity in the money market has been reduced 
by about Kr. 300 million. During the first half 
of the year there is usually a tightening up of 
money and this year’s reduction of liquidity has 
been of about the same size as that last year. A 

+ A more detailed account of this development is found in an 


article entitled »The Dilemma of the New Monetary Policy in 
Sweden» in No. 3:1956, page 79, of this publication. 


Position of the Riksbank. (Milliard Kr.) 


Milli. ———— Gold & For. Exch. Gold, For. Exch. yyiiii- 
ard ae = Bonds finch & Bonds. ard 
Kr, Treasury Bills.) = ---»----+ Note Circulation, Kr 


1951 1952 1953 1954 1955 1956 


close analysis of the various factors affecting 
liquidity shows, however, great differences be- 
tween 1956 and 1955. Last year’s tightening up 
was above all caused by the Government’s long- 
term borrowing of considerable amounts in the 
capital market — just above Kr. 750 million — 
and in this way it was possible to reduce other 
borrowing. This year, however, the situation on 
the capital market has not allowed of any exten- 
sive Government borrowing, and the market oper- 
ations of the National Debt Office have thus been 
much less contractive than those of last year. The 
fact that in spite of this the total change in 
liquidity has been of about the same size as that 
last year is due to the circumstance that the de- 
velopment of the Riksbank’s accounts has been 
different. So have the foreign exchange reserves — 
dropped more than last year and the volume of 
notes in circulation has contracted quite sub- 
stantially, a development which should be regard- 
ed as a consequence of the restrictive economic 
policy. In addition, the Riksbank has this year 
sold bonds in the open market for about Kr. 175 
million. 


Foreign Exchange Reserves. 


(Mill. Kr.) 
i 1955 1956 ; 
The Riksbank 30/6 31/12 31/3 30/6 730i 
Goldie ay cal ates ot 1,365 1.426 1,412 1,328 . 
Dollasksiw wo. Fak ie 570 733 852 844 : 
EPU currencies . . . 325 303 135 164 . 
Other currencies. . ._ 200 32 0 eee . 
Total 2,281 2,430 2,346 2,249 2,250 
Commercial banks 41 121 119 23 25. 


Total 2,322 2,551 2,465 2,272 


ay. ---- sr hae ig sete i Deposits. 
ar ills nds, 
eh eee hese Balance total. 
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It has not this year been possible to reduce the 
indebtedness of the Government to the Riksbank, 
‘which rose very rapidly during the last quarter 
of the previous year; instead this borrowing in- 
creased during the first eight months by Kr. 100 
million to Kr. 1,800 million. 

As far as the commercial banks are concerned 
the reduced market liquidity is reflected in di- 
minished portfolios of treasury bills and short- 
term bonds and also in reduced sight deposits 
with the Riksbank. It is likely, however, that the 
commercial banks have increased their holdings 
of long-term Government bonds to a not incon- 
siderable extent. 

In spite of the fact that the liquidity in the 
money market has been reduced, the total increase 
of the deposits of the commercial banks amounts 
to more than Kr. 200 million. In this connection 
it should be kept in mind, however, that in July 
accrued interest was credited to the deposit ac- 
counts subject to two to six months’ notice causing 
an increase in deposits by approximately Kr. 50 
million. During the same period last year the 

deposits remained on the whole unchanged in spite 
of the fact that the tightening up of liquidity was 
somewhat stronger than this year. If also in that 
case allowance is made for the accruing of interest 
it is evident that in spite of the restrictive economic 
policy during 1956 the deposits have shown a much 
stronger development than during the same period 
last year. This is almost entirely explained by the 
circumstance that during the same period the 
advances of the commercial banks have increased, 
although on a modest scale which has, of course, 


Production Index of the Federation of Swedish 
(1935 = 100.) 
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helped to keep deposits up, while the advances, 
on the other hand, dropped by a few hundred 
million kronor during the corresponding period 
last year. 

In this connection it should be kept in mind 
that in order to attain by the end of July last year 
the liquidity quotas set by the Riksbank, the 
commercial banks managed to cut their advances 
during June and July by somewhat more than Kr. 
370 million. Last spring the Riksbank issued new 
directives regarding the volume of advances of 
the banks. Thus, by the end of August the ad- 
vances, excl. housing credits, were to be reduced 
by 5 per cent. compared with the figures shown 
at the end of July, 1955, when the advances of 
the banks were already heavily forced down. The 
banks have thus during the period June—August 
this year been able to ‘reduce their total advances 
by about Kr. 400 million. 


Position of the Commercial Banks. 


(Mill. Kr.) 
1955 1956 
Assets Aug. Dec. June July Aug, 
CaaTy row sarc ences 543 958 519 704 661 
Treasury bills . 648 569 354 252 555 
Swedish bonds. 2,385 2,389 2,586 2,589 2,630 
Advances . .. 10,889 10,530 10,861 10,847 10,562 
Banks abroad. . 301 386 207 413 500 
Sundry accounts 794 964 899 749 872 
Total 15,560 15,796 15,516 15,554 15,780 
Liabilities 
Deposits. . . . 12,715 12,609 12,322 12,726 12,824 
Banks abroad . 263 303 314 271 275 
Share capital and 
reserve funds. 1,165 1,210 1,203 =: 1,203 1,203 
Sundry accounts 1,417 =-1,674 1,677 1,354 1,478 
Total 15,560 15,796 15,516 15,554 15,780 
Share Index. 
— ——-— Home Market Industry. --------- Banks 


Other Industry. 
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If we analyse the deposits of the commercial 
banks according to type of account we will find 
that the total balances on the typically business 
accounts have decreased, while on the other hand 
balances on savings accounts show a marked in- 
crease. Also balances on deposit accounts subject 
to 6 months’ notice, which to a large extent receive 
funds from individuals but not from companies, 
have increased substantially. This increase can, 
however, to some extent be explained by the fact 
that changes in the stipulations governing this 
type of account have stimulated rising deposits, 
chiefly on behalf of local authorities. 

The drain on the business accounts may be 
taken as an expression of the tightening up of 
liquidity in the economy. Also the development of 
the balances of the postal cheque account holders 
seems to support this view. It is true, of course, 
that altogether the average monthly balances were 
about 2 per cent. higher during the period January 
to August this year than during the same period 
last year, but in view of the higher price and wage 
levels a larger increase would have been reason- 
able unless the rate of turnover of the funds on 
postal cheque accounts had increased at the same 
time. 

So far this year balances on personal savings 
accounts have, on the other hand, increased not 
inconsiderably, and this does not only apply to 
the commercial banks but also to other credit 
institutions. The savings account business of the 
commercial banks thus shows a much faster 
growth up to and including August this year than 
during last year, or by 9 per cent. compared with 
5 per cent. The premium savings business is also 
accounted for under this heading. As, however, 
premium saving this year has not attracted the 
same amount of interest as during the latter 
months last year, the increase in the savings ac- 
count balances probably indicates a greater actual 
increase in their deposits and cannot be explained 
by maintaining that there is only an apparent 
increase in savings through transfers to premium 
savings accounts from other types of accounts. 
Such assertions were — as we know and apparent- 
ly with some foundation — made last year. 

Also the savings banks have had a greater 
relative increase in deposits than last year, al- 


though not as great as that of the savings ac- 
counts of the commercial banks. 

Thus, it seems as if the savings deposits during 
the year up to September have increased much 
more than during the same period last year, while 
at the same time the postal cheque account bal- 
ances have dropped sharply during the year and 
the total deposits of the commercial banks have 
only increased by about 1 per cent. The changes 
in the savings deposits of the more important 
banking institutions during the period January— 
August this year and last year are illustrated be- 
low (figures in mill. kr.) : 


Commercial banks’ savings accounts. + 90 + 184 
Deposits in 84 savings banks . . . + 421 + 524 
Deposits in the Postal Savings Bank . + 149 + 183 

Sum Total + 660 + 891 


This year’s strong increase cannot, of course, 
be said directly to correspond to an increase in 
the personal savings ratio. During the last 12- 
month period personal incomes have, as we know, 
increased sharply and experience shows that it 
often takes some time before the consumers ad- 
just their consumption to new levels of income. 
We can perhaps maintain, though, that the in- 
creased savings deposits at least show that the 
personal savings deposits with the banks have not 
stagnated but instead kept up their position well. 

Also saving in the form of payments on in- 
surance policies has — as is evident from the in- 
vestments made by the insurance companies — in- 
creased considerably during the first half of this 
year, or by about Kr. 400 million. A quite com- 
parable figure for the same period last year is 
not available, but certain signs seem to indicate 
an increase in terms of value of instirance savings. 
A circumstance supporting the opinion that in- 
surance savings seem to be expanding is the fact 
that the new life assurance policies contracted 
during the first half of this year represent a much 
larger amount than that for the same period 1955. 
The figures for new assurances indicate an in- 
crease by 35—50 per cent. in comparison with — 
the corresponding figures for the first half of 
last year. This development may, however, tO 
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duction will have led to a — from the point of 
view of saving — fictitious increase in the amount 
insured as the policy holders have been offered an 
increased amount at an unchanged premium rate; 
however, the reduction will also have led to a real 
increase. This may perhaps cause this year’s in- 
surance savings to exceed last year’s, even though 
the increase in fresh insurance business to a 
greater extent than last year is due to an increased 
volume of pure risk insurance policies, i.e. such 
policies as do not cover any form of saving. 

Asa result of the sharp curtailment of credit in 
August — the reduction amounted to nearly Kr. 
300 million — the advances of the commercial 
banks have increased only very little so far this 
year, or by about Kr. 25 million. During the 
period June—August total advances were, as men- 
tioned above, cut by slightly more than Kr. 400 
million. Owing to the fact that the volume of 
building credits has increased during the period, 
other types of credit have been reduced by a still 
larger amount, or about Kr. 600 million. The total 
outstanding credits have, however, been at an 
about 5 per cent. lower level than during the same 
months last year, while at the same time the 
building credits have on an average been nearly 
6 per cent. above the corresponding last-year 
average. To some extent this difference is due to 
the fact that because of the situation on the 
capital market it was not possible last year to 
transfer all credits from the commercial banks 
to the mortgage institutions and the insurance 
companies although the houses in question were 
already completed, and such credits were there- 
fore no longer accounted for as building credits. 
The difference between the two years should never- 
theless illustrate rather well the trend of bank 
credits, i.e. that the commercial credits have been 
heavily pushed back. 

While the total amount of credit granted by the 
commercial banks this year has been at a lower 
level than last year, the advances of the savings 


_ banks and the Postal Savings Bank have on an 


average been 5—6 per cent. higher. It is, on the 
other hand, characteristic that the advances of the 


Postal Cheque Account Service have on an aver- 


age been 3 per cent. lower. During the period 


January—August its advances have increased only 


I4I 


very little which probably is a consequence of a 
wish to hold a bigger share of the funds of the 
account holders invested in liquid assets. If the 
advances are taken in relation to the balances of 
the account holders it will be found that the ad- 
vances during the first eight months last year 
averaged 103 per cent. of the balances of the ac- 
count holders while the corresponding figure this 
year is 98 per cent. 

In order to fill in the picture of the institutional 
granting of credit here will be given a brief 
summary of the changes in the investments of 
the insurance companies. Their administered assets 
increased during the first half of the year by 
nominally about Kr. 400 million. Of this, about 
one-half is made up of mortgage loans, one-fourth 
of bonds and the remaining fourth of municipal 
loans. Of the increase in mortgage loans, loans 
against mortgages on other than housing prop- 
erties cover the biggest increase which prob- 
ably reflects a natural rise in the granting of 
credit to industry and trade. It is also likely that 
the insurance companies have been able to some 
extent to ease the financing difficulties of some 
of the local authorites who as a consequence of 
the restrictive economic policy have seen their 
liquidity position deteriorate. Thus, it is not only 
through loans but also through purchases of bonds 
that the insurance companies have increased their 
credits to the local authorities. 


‘The bond and stock markets 


The activity on the bond market has during the 
summer months been rather limited and for a long 
time now the rates have corresponded to an actual 
yield of about 4.1 per cent. in respect of 3.5 per 
cent. Government bonds and 4.6—4.8 per cent. in 
respect of 3.5 per cent. industrial loans, even 
though there have been certain tightening up tend- 
encies. The Urban Mortgage Bank and the City 
of Stockholm have large accumulated requirements” 
for loans. The limited investment possibilities of 
the capital market institutions have made a break 
in the issuing activities necessary. The Urban 
Mortgage Bank and the Swedish Housing Credit 
Society were, however, permitted to issue two 
4 1/2 per cent. loans during October. 
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In the middle of September the Government 
issued two short-term Government loans, one of 
them carrying interest at 3 3/8 per cent. and fixed 
to run for 2 1/4 years, the other carrying interest 
at 3 3/4 per cent. and for a period of 5 1/2 years. 
These loans were intended for the commercial 
banks. Two short-term loans totalling Kr. 165 
million matured on the 15th September, which 
loans in total had been taken up by the commercial 
banks and the Riksbank. At the end of Sep- 
tember about Kr. 75 million had been subscribed 
on the two loans. No other issues have been 
brought out on the market. 

On the international stock exchanges the price 
trend has in recent months been affected by some 
elements of uncertainty. Particularly on the Euro- 
pean exchanges the Suez crisis has created an 
atmosphere of uncertainty regarding the political 
developments. It is true that in the United States 
the signs of a recession during the spring have 
disappeared and been followed by increased opti- 
mism for the immediate future, but at the same 
time there is also uncertainty as to the domestic 
political development against the background of 
the President’s illness and the forthcoming presi- 
dential election and this seems to exercise a mod- 
erating influence. 


The Swedish stock market has still first and 
foremost been affected by purely domestic de- 
velopments. The fears of an inflationary develop- 
ment have probably decreased somewhat as a con- 
sequence of the credit squeeze. 


The trend of share prices in New York, London 
and Stockholm, (Sept. 1935= 100.) 


Sept. Dec. March June Sept. 
1955 195 6 
New York: Dow Jones 100 100 105 101 104 
London: Fin. Times . 100 99 88 go gi 
Stockholm: Skand. 
Basiken (se aed coos 100 97 95 gI 93 


Last year the companies listed on the Stock- 
holm Stock Exchange raised considerable amounts 
through new issues of shares. This process has 
now come to a standstill and nor has there been 
any issues of bonus shares since the last survey. 
The yield as a percentage of the market prices for 
a selection of representative securities at the 
middle of September during the last years is given 
in the following table: 

1932 1933 1954 1955 1956 
5 wood-processing companies. . 4.8 4.2 3.2 3.0 3.9 
2 woodandironindustries ... 3.8 3.8 3.2 3.0 3.7 
3 exporting engineering companies 5.6 5.9 4.5 4.7 5.2 
qvleading banksie yak tee 5:0 4.6 4.2 4.3 5.6 
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Some Statistical Data on Sweden's Economic Position. 


I. THE RIKSBANK. (Amounts in million kr.) 


Gold and Foreign Exchange Reserves Sight Deposits 
At th Bonds and Note —— 
7 fils Ad A f 
End of Gola? Foreign 4 Total Bille VANCES | Gi culation he Thereof 
Exchange Re. Comm. 
Banks 
1938 707 75° 1 457 106 50 1061 849 418 428 
1951 785 1594 2 379 2 821 247 4.090 1110 528 522 
1952 954 I 350 2 304 3240 321 4577 1029 449 558 
1953 1130 I 491 2621 2786 357 4835 545 363 180 
1954 1 370 1 104 2 474 3 267 99 5 087 441 289 150 
1955 1 426 1.004 2 430 4.023 25 5 319 747 321 418 
1955 | 1956| 1955 | 1956) 1955 | 1956) 1955)| 1956) 1955 | 7956) 1955 | 1956| 1955 | 1956| 1955 | 1956] 1955 | 1956 


Jan. | 1370] 1 437] 1039] 929] 2 409] 2 366) 2997 3 093 30] 241 4.855] 5 047) 265 | 505 | 123 | 288 | 137 | 272 
Feb. | 1370] 1405] 973} 961] 2 343| 2 366/2.953| 3626) 59] 23) 4793/5 014] 247 | 514 | 144 | 333 | 101 | 172 
Mar. | 1370] 1412] 923] 934] 2293] 2346/2777] 3 603] 203 44] 4750} 5 073) 224 | 325 | 129 | 213 | 93 | 108 
April | 1335] 1391 859 924] 2194] 2 315} 2939] 3791] 252 23] 4857] 5 130] 205 | 370 | 100 | 202 | 101 | 165 

1361} 1374) 848) 852] 2209} 2 226) 2783) 3591) 327 | 177/ 4792] 4 968 207 | 312 | 105 | 231 | 99] 79 
June | 1365] 132 915| 921] 2280} 2241/2859] 3787] 442 | 193]4924] 5 108] 330 | 323 | 183 | 207 | 142 | 112 
July | 1365) 1 347] 1001 21} 2 366| 2268] 3006] 3971] 42] 21/4 73514949] 333 | 499 | 94 | 210 | 237 | 287 
Aug. | 1365] 1358] 1046 QI] 2411] 2249] 2866] 3944) 68 20! 4775] § 047) 327 | 357 | 1 105 | 126 | 245 
Sept. | 1365] 1359] 1087] 955] 2452] 2314/2839] 3759] 159 | 107] 4 861) 5 129] 193 | 234 | 97 | 164] 89 7 


Oct. | 1395 1.096 2491 3210 29 4924 391 106 291 

Nov. | 1436 997 2433] . |3 282 81 5 029 294 142 148 

Dec. | 1426 1 004 | 2.430 4.023 25 5 319 747 321 418 
1 Market value. — ? Net claims on foreign countries. 


II. COMMERCIAL BANKS. (Amounts in million kr.) 


Advances Deposits 
; Net Claims 
At the Swedish ? 
Cash on F Overdrafts 
End o r Bonds? fen ae Bills Loans and Other Total Total ee 
Advances ort Term 

1938 601 190 95 1 163 2705 70 4338 4260 I 152 
1951 936 1 849 —492 2 5 801 1 680 10 175 10 513 2 626 
1952 1716 —131 25 5 O74 1 668 9 848 10 35 2618 
1953 3 345 9 2 568 5 1798 9 932 11839 2591 
1954 647 3 04) 12 2903 5 833 2 356 11 092 12 727 2519 
1955 95 295 169 2731 5 355 2 444 10 530 12 609 2 422 


1956 


i 0. 252| 3 382] 220] 174] 2914] 2720] 5 797| 5 2811} 2 451 | 2 $03] 11 164]10 503] 13 029/12 830] 2 297] 2 193 
Le 538 oe: op oe 279 A aoa 2 732| 5 798] 5 264] 2 497 | 2 Soo] 11 22- joke 13 162|12 874] 2267] 2152 
Mar. | 480 | 527 | 2988] 3 388] 189 | 157] 3011) 2 801] 5 855] 5 235] 2 521} 2 607] 11 387/10643] 12 845]12 795] 2089] 2 121 

i 2 |2918] 3 156] 87 |— 19] 3.078] 2 x22] 5 827] 5 232] 2 569| 2672] 11 474/10 726] 12 645|12 499] 2255] 2116 
iki. ef af 4 3 g9g = 3 a6 2857) ae 1 a mf 2 892 Seaheleiors 12 32 ‘ane 208 2 062 
June | 59° | 519 2 684 2 940) 23| 2 986] 2 808] 5 487] 5 164] 2 597] 2 889] 11 O7O}10 861) 12 326}12 322] 2220] 2191 
ul 61 04 | 2714] 2 867) 11 23°)| 2.927] 2 7911 § 435] 5 144] 2 503} 2 912| 10 865]10 847] 12 562/12 726) 2194] 2 165 
ce 544 st 3033 3 184 rg 317] 2 893] 2 635 5 aah 5 085) 2 3 3] 10 889 —: 3) 12 715 12 824 2227| 2118 
Sept. | $05 | 460 | 2919] 3.173] 159 | 340] 2 895) 2732] 5 440] 5 095] 2616) 2.998] 10951\10 825] 12 571|12 737] 2144] 2009 


8 


Oct. | 719 3 289 ys 2767 5 380) 2 445 10 592 12 723 2 263 
Nov. | 57 3 1 2772 5 345 2517 10 634 ye 2117 
Dec. | 95 12.958 169 2731 5 355 2444 10 530) 12 2 422 


1 Including Treasury Bills. 
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Ill OTHER CREDIT INSTITUTIONS. STOCK EXCHANGE 


Deposits Turnover at the 


Savings Banks at the Turnover of | yields on Bonds* | Stockholm Stock | Share index* * 
Year Post Office the Postal Exchange® 
Po F Cheque 
ne Beviegs Service Govt. | Industrial 
Month} Deposits! | Advances? Bank? Loans | Loans | Bonds | Shares Home Other 
Million kr. | Million kr. | Million kr. | Million kr. % % | 1000kr.|'x 000 kx | oat 
1938 3 685 3,069 606 24 986 2,32 2,92 243 931 146 103 
1951 7 832 7 341 2270 203 009 3,27 3,40 646 737 172 230 
1952 8 458 7934 2 576 240 900 3,31 3,62 298 583 152 217 
1953 9 081 8 562 2 730 256 280 3,30 3,72 294 536 146 213 
1954 9 699 9 224 2 950 279 958 3,39 3,70 292 834 1 267 
1955 10 339 9743 3118 307 522 3,72 4.63 244 642 195 299 
1955|1956| 1955 | 1956 | 1955 | 1956 | 1955 | 1956 |1955|1956|1955|1956|1955| 1956 1953|1956 1955|1956 1953|1956 
Jan. . : : - | 3.065 3748 28 756| 32 150| 3,36] 3.74] 3,81| 4,65] 373 | 310] 883] 533] 205 | 185] 305 | 287 
Feb. 3.085 | 3 269] 17 449 20 241] 3,39| 369] 3:94] 4.49] 285 | 729] 760] 470] 200] 183 295 290 
25| 33 145| 3.40] 3,67| 4,03] 4,46] 305 | 347|1015| 636] 204] 181) 308} 288 


Mar. |10 199|10919] 9545] 9948] 3092] 3268/30 
April : . . - | 3080] 3 273] 19 520] 23 117] 3.48] 3,71] 4,16] 4,39] 353 | 268] 864] 542) 208] 178} 322 281 
May : ; : - | 3074] 3259] 32 640] 36 241] 3,94] 3,74] 5.42) 4.62] 123 | 569] 683) 633] 187| 177] 293] 285 
June |10177|1c912| 9 537] 10078] 3067] 3 263] 21 113] 23 649] 3,94) 3.77) 5,28) 4.73] 220! 573] 474) 542] 181) 171/274) 277 


July 3083] 3 286] 32 221] 34 523] 3,96] 3.77] 5,30] 4579] 177] 321) 435] 571] 193] 175| 292) 284 
Aug. : : 3.099| 3 301] 17 716] 19 509] 3,88] 3,77] 4.68) 4,76] 159 | 364) 407] 519] 197 | 176) 296) 291 
Sept. |10294] 9 629 3.095 | 3 206] 29 462] 31 520] 3,85] 3,77| 4,64) 4,80] 281 | 736] 692] 540] 198] 175) 310] 2 
Oct. ; : 3 105 21 093 3,80 4,60 23 474 188 301 
Nov. : ; 3 108 32 478 3179 4,95 19 560 1 ae 
Dec. |10 339 9743 3118 24 259 3579 4,78 209 473 187 2 
1 At the end of each year or month. — ? Calculated on market prices at middle of months. The yearly figures represent 
averages of the monthly figures. — * Averages per Stock Exchange business day. — * Nom. value Jan. 1953 = 100. 
IV. OTHER STATISTICAL DATA. 
Foreign ‘Trade ree Wholesale Price Index 
Year National Production ag t953 = 10 Pa 
or Debt Export (+) Index Trade Ind g 
Month Imports Exports or Import | 193s=100] Unions | Import Export All 196) 
Million kr. | Million kr. | Million kr.| (57) SuzPi0s % Goods | Goods | Goods 
illion kr. 
1938 2 566 2 082 — 239 123 10,9 
1951 12 823 Q 184 225 + 4! 206 1,3 432 562 299 II 
1952 12710 8 947 134 — 813 202 2,3 407 44 3% I 
1953 13 852 8 161 7657 — 50 203 2,9 375 37 128 
1954 15 059 9 192 8 196 - ae 211 2,6 385 381 297 129 
1955 16.081 10 304 8945 —1359 226 254 387 393 309 
1955 | 1956 | 1955 | 1956 | 1955) 1956 1955| 1956 | 1955| 1956 |1955|1956|1955| 1956 1953|1956 1953|r956 r985| 1956 
Jan. | 15 287} 16035] 844 | 938] 707| 814] —137| —124] 223] 231] - + | 386] 401 | 388 | 404 | 300] 322] 129] 137 
Feb. |15 492] 16174] 802 | 784] 655] 543] —147] —241| 227| 230] 3,8|-4,8| 381 | 406] 390] 404 | 302 324 129| 13 
Mar. |14815] 15884] 926 | 802] 584] 558] —342|—244] 227] 242] - | - | 380] 406] 390] 403 | 304 | 326) 130) 138 | 
April | 15 168} 16.157] 892 | 1018] 662| 744| —230| —274| 240] 242] 2,0] 2,8] 381 | 404 | 391 | 403 | 305 | 327] 131] 138 | 
May | 14525] 15 497| 835 | 980] 744| 897|— 91] — 83| 234] 244] - | - | 382| 405 | 392 | 401 | 307 | 326) 131) 139 | 
June | 14524] 15 477] 810] 964] 774| 974] — 30, + 10] 234] 240} 1,4] 1,5 | 383 | 408 | 393 | 398 | 308 | 329) 131] 139 | 
July | 14726] 15 732| 727 | 880] 750] 923] + 23) + 43| 123] 126) - 384 405 | 393 | 399 | 313 | 325 | 133) 439 
Aug. |14850] 15791] 808 | 915] 776] 839|— 32] — 76] 213 1,4 388 | 408 | 394 | 399 | 311 | 324] 133] 140° 
Sept. | 14 690] 15 674] 874 776 — 98 233 . 393 395 312 134 
Oct. [15 34 877 
Nov. | 15 3 992 
Dec. | 16081 909 


1 At the end of each year or month. 
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Statement of Condition September 30*, 1956 


ASSETS 

Cash in hand and with the Riksbank ....... .Kr. 128,924,000 
onde and Treasury Bills’; so. <cate sco 6 ae » 786,021,000 
mosis anid: Discounts, 20. a pubs) oh sletre leis awa: » 2,750,250,000 
Swedish Banks and Savings Banks .........- » 34,539,000 
Banks abtosd: fe xi a oe Ay 3 LA Moneelatbee. in do » 133,947,000 
BUG y DCCOURIEY org. ciler eines wanete a sta ee ate ig » 77,182,000 
SAECO L Wee iin) io) chek ets oe Ce Se ah e » 27,138,000 
Buildings, Furniture and Fittings... ....... > 44,560,000 

Kr. 3,982,561,000 

LIABILITIES 

EIPOOSICES Sous Un nds ees) Ste een te ¥ Kr, 3,235,813,000 
Swedish Banks and Savings Banks ......... » 50,518,000 
Banks abroad 4 .{< 5 + «.% rae ere, 93,403,000 
Bent y Accounts (otha 6. oss )sthe tn oe! <Low » Oe id » 251,649,000 
Share Capital... .. ... «» « Kr. 194,112,000 
Reserve Funds. ja, a ee » 124,416,000 
Undivided profits 15 « «2 6 24s » 32,650,000 » 351,178,000 


Kr. 3,982,561,000 


d Boden@ 
Lulea @ 


Pitea 


Géteborg, Stockholm, Malmé i ee 
Tg, otockho 6 3 
(O) (Principal Offices) < . Skelleftea@ 
@ Place with 10 000 — 90 000 inhabitants r 
? 
e °»  » Iessthantoo00 » ore 
7 
In all 216 branches As 
at 167 different places. 


katige - 


ils 
' ) 
Fores 
J! e 
oy O86 Fine 
mE Pye Norrképing 


Falképi Linke 
Tro ee 4 @ Lin éping 


@" uskvarna 


e 31 Vastervik 
Dire 


